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NATIONAL AFFAIRS, POLICY 


Social Tensions in Southeast Viewed 


93CE0785A Copenhagen BERLINGSKE TIDENDE 
in Danish 15, 25 Jul 93 


[Article in two installments by Gregers Moller—first 
paragraph is BERLINGSKE TIDENDE introduction] 


[15 Jul 93 p 2] 


{ Text] The enormous changes in China have widened the 
gulf between rich and poor, town and country. Farmers 
all over China are enraged by an obscure tax system that 
leaves the poorest households holding the bag. A trip 
around China confirms that the frugal but happy Chi- 
nese peasant is an illusion from the days of the Cultural 
Revolution. 


Chengdu, Sichuan—A persistent revolt that threatens 
the system in several of China’s rural districts is cur- 
rently sending cold chills down the spines of the CPC 
leadership. No emperor has yet survived a peasant 
rebellion. 


The disturbances about which the most information has 
leaked out started back in January in the Renshou 
district, three hours south of Sichuan’s provincial cap- 
ital. Chengdu, in the very heart of China. Here farmers 
beat up the policemen who tried to arrest their leader, 
burned their car, and occupied the local administration 
building for more than two months before they were 
driven out by security forces. 


Later the disturbances spread to the Fujia district, where 
the farmers set fire to five police cars during a clash with 
an unknown number of police forces which lasted several 
days. 


The picture of what really happened must be assembled 
piece by piece. The authorities have made a big effort to 
put a lid on the news and isolate the episodes. Even so, at 
their peak the disturbances spread all the way to 
Chengdu, where according to Chinese newspapers in 
Hong Kong several thousand students risked a demon- 
stration in support of the farmers. 


“IT saw nothing,” an English-speaking person in the city 
hastened to tell BERLINGSKE TIDENDE, but bravely 
corrected this a little later with a wry smile: 


“Perhaps | don’t remember whether I saw anything.” 


Miserable Conditions 


A trip through several of the provinces where unrest has 
been reported does not reveal a revolutionary uprising 
with farmers entrenched behind barricades and armed 
with clubs and pitchforks. But there is enough drama in 
the mere contrast between the new affluence that hits 
one in the eye in China’s larger cities and the miserable 
conditions one finds out in the country. 
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The development has proletarianized an entire group of 
the population and there is nothing romantic about the 
deep poverty that one sees everywhere—grotesquely 
underlined here and there by a shiny new antenna on the 
roof of a new house in a village three hours away from 
Chengdu. 


The other houses in the village are drafty, damp, and 
patched together with any material that 1s available. The 
only means of transportation one sees are battered 
wooden carts and well-worn Mao shoes. 


The women come out aid stare curiously at the odd 
foreigner. They all wear the same black coarsely woven 
trousers and heavy cotton shirts that were also common 
in Beijing’s working-class districts just a few years ago, 
but are a rare sight today. 


Most of the men wear dirty blue work jackets pulled 
directly over their bare torsos. Their work pants are 
rolled up to their knees and they carry woven baskets on 
their backs in which they put every stick they find on 
their way for the stove back home. 


A few hours away a group of teenagers in elegant clothes 
and leather shoes, sporting jewelry and painted finger- 
nails, sit in a restaurant in Chengdu and giggle at the way 
the foreign journalist eats with chopsticks. 


Tax Jungle 


What made the farmers in Renshou see red this spring 
was not poverty per se or the unfair gap that has arisen 
between the farmers and the nouveau riche in the cities. 
It was the yoke of new taxes and fees and “voluntary 
contributions” that the local authorities have come up 
with at shorter and shorter intervals—and then collected 
with a brutality reminiscent of an old-fashioned bailiff. 


At an early point the Agriculture Ministry tried to put a 
damper on the abuse with a directive. But instead of 
calming people down the directive fanned resentment 
because it could also be read as a whole catalog of—and 
thus an admission of—the anarchy and tyranny repre- 
sented by the new fees: 


Money is collected for local purposes in villages and 
municipalities and then channeled into entirely different 
regional projects. People are required to pay for totally 
irrelevant newspapers, magazines, insurance policies, 
bonds, and films. 


Payment for means of production, such as fertilizer and 
seed, is often collected in advance, and later a sum ts 
subtracted as a fee without further explanation. 


When some cadres exempt certain farmers from paying 
the fees, it is often done on the basis of quite narrow 
private interests—while other farmers who lack money 
or oppose the collection risk having their cows dragged 
away or their furniture seized by the cadres’ henchmen. 
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Farmers who have already paid their fee for a project can 
also risk being required to provide free labor for the 
project later—after which the labor is used to carry out 
an entirely different job. 


It states at the end of the directive that it is forbidden for 
local cadres to punish farmers who report cadres for not 
complying with the directive or who oppose unjust 
collections. How this will be guaranteed remains unclear. 


On the contrary, Chinese journalists, who have been able 
to visit the district more unobtrusively than foreign 
correspondents, report increasing brutality. 


Pressure From Above 


Beijing has reacted so swiftly to the danger signals that 
there is no doubt how seriousiy China’s top leaders 
regard the signs of rural unrest. 


A single directive abolished 43 different taxes and fees at 
one stroke and the party leadership has openly criticized 
local authorities for corruption. 


Officially there is a ceiling on taxes and fees, which must 
not exceed 5 percent of farmers’ incomes. But indepen- 
dent observers estimate that by the time the last ren- 
minbi is paid, income taxes are closer to 45 percent. 


The problem for village cadres is that if they do not meet 
the amounts they are assessed from above they risk 
losing their bonus. This represents about half their 
income and bad reports on their papers can make it hard 
for them to win promotion later on. 


Of course some of the farmers’ fees have gone into 
various pockets. That is what the central authorities 
prefer to believe. But in reality the main problem is that 
the central government itself has exerted pressure to 
have everything possible—and impossible—privatized 
and paid for by “the consumers.’ This demand is pushed 
blindly downward from level to level in the system until 
finally there is only one place to get the money from— 
individual households. 


Popular Hero 


In Renshou the hero of the revolt is Zhang Dean. He 
became familiar with the system and his own rights 
during several years in the People’s Liberation Army and 
he became a rallying point in the dissatisfaction with the 
tyranny of the cadres. 


According to the Hong Kong newspaper HSIN PAO the 
disturbances started with an attempt to arrest Zhang. 
This was intended to prevent the farmers from electing 
him as their representative to the National People’s 
Congress. He was to be charged with tax evasion over 
several years. The Renshou district approved the plan 
and turned the job over to the public prosecutor. 


The arrest itself was planned as a lightning strike. People 
from the public prosecutor's office met at Zhang's 
address and ordered him to come along with them. 
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Zhang coolly asked to see an arrest warrant and then tore 
the paper into fragments without blinking an eye. 


The officials were just about to take him away by force 
when they discovered that a crowd of 700-800 farmers 
had gathered. Before they had time to react, blows rained 
down on them and their police car out on the road was 
set on fire. According to the newspaper the only reason 
they escaped with their lives was the farmers’ good 
nature. 


In the euphoria of victory the crowd then marched to the 
district's administration building, which they occupied. 
The shocked Sichuan provincial government sent a spe- 
cial delegation to Renshou, where Zhang was hastily 
acquitted of all charges. But the farmers’ wrath was not 
appeased. If Zhang was acquitted others must have paid 
their fees unjustly. They demanded that 10 million 
renminbi—around |! million kroner—be refunded. 


For more than two months various authorities negoti- 
ated with Zhang Dean, while the farmers occupied the 
administration building. As time went by, farmers from 
neighboring areas came over to see what was going on. 


More Disturbances 


At the beginning of May the farmers returned to their 
villages to get started on their spring work. But as early as 
1G May their anger flared up again when the daily 
newspaper ZHONGGUO XIAFEIZHE BAO [as pub- 
lished] reported that the cadres had resumed their col- 
lection of contributions for a new road 


Now another of the farmers’ leaders, Xiang Wenqing 
from the village of Fujia, stepped forward and distrib- 
uted copies of the article all over the district and urged 
people to “give the party hell.” 


On 19 May Xiang Wenqing’s people kidnapped a local 
cadre in Fujia and locked him up for four hours. When 
they released him he had to go to the hospital to be 
treated for the blows and kicks he had received. On the 
same day the farmers attacked party people all over the 
Fujia district. More than two-thirds of the district's 
cadres were harassed or beaten. 


On 3 June, when the farmers had surrounded the gov- 
ernment offices and fought with party people, they 
discovered one of the party men in civilian clothes 
among the police, trying to form an impression of the 
farmers’ leadership. At first the party man climbed into 
a bus, but the farmers surrounded the vehicle and it was 
nut until after a three-hour siege that the party managed 
to send a band of “civilian roughnecks” to his rescue 


HSIN PAO’s correspondent ended his report with an 
account of how thousands of people began attacking 
various public buildings in Renshou on 5 June and set 
fire to five cars, despite the great restraint shown by the 
authorities in an attempt to avoid inciting the crowd 
further. 








JPRS-CAR-93-066 
13 September 1993 


Not until calm had been restored on 13 June did the 
authorities in Beijing admit that paramilitary forces had 
been called out. They had arrested Xiang Wenqing and 
some of his men in a clash with 50 policemen, but the 
situation had now returned to normal. 


Smoldering 


It is not this kind of violent scene that meet the eye of a 
foreign traveler in China. There is no open revolt—but 
on the other hand it 1s not hard to get people to talk 
about their disgust with the injustice to which they are 
subjected. 


However most of the few Chinese who know English 
point out that China has experienced incredible suffering 
after each of the country’s major political upheavals. 
They do not think there is any appetite for new human 
tragedies. 


Time will tell if China’s farmers agree. 


[25 Jul 93 p 4] 


[Text] Millions of Chinese farm workers are on an 
eternal migration, looking for a job, a place to live, and 
a future. In some provinces as many as 70 percent of the 
population has emigrated. Living under miserable con- 
ditions, they are helping to create modern China. 


Their faces are grimy. Their hair is stiff and matted with 
grease, sweat, and dust. Staring apathetically, they lie on 
top of their meager bundles, play cards, or sleep the time 
away on thin sheets of newspaper. 


When they wake up they carefully fold the sheets 
together for the next night. 


These are China’s migrant workers. They fill every 
corner of the square in front of the station in Chengdu, 
the capital of Sichuan province in the heart of China. 
Like millions of others they are fleeing from the debili- 
tating conditions that have become common in China's 
impoverished villages. 


They are on their way to the dream of a job in the rich 
provinces along the coast, where in a single decade Deng 
Xiaoping’s economic reforms have moved the develop- 
ment clock half a century ahead. 


“I will try Xinjiang,” said one of the many workers 
waiting in front of the station in Chengdu for room on an 
outbound train. He is following the latest rumors that 
some of the big state projects in the most remote corners 
of China need workers. Time will tell if it is true. 


He has already waited for three days and it could be 
another four or five before he succeeds. When the rain 
pours down and desperation mounts it ts a trial. But he 
has no regrets. 


“]| don’t think my parents were sorry to see me go,” he 
said honestly. He was the fourth child in the family and 
would never have taken over the land anyway. 
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Despondency 


When one starts talking to one person on the square in 
front of the station, a whole crowd suddenly gathers. 
They talk excitedly—whether the foreigner understands 
what they are saying or not. Succinctly translated they 
express their dissatisfaction. With the railroad, which 
lacks the capacity to transport them. With the weather, 
when it rains. With the party, when there 1s nothing else 
to complain about. 


The sight is the same all over China—in Shanghai, 
Guangzhou, Xiamen. The railroad square in Beijing 
resembles an assembly point for flood victims. February 
is the worst month. Then the stream of young as well as 
old people who have abandoned the idea of surviving on 
the land swells to a torrent. The winter wheat has been 
harvested and the Chinese New Year—a family event 
that corresponds to the Danish Christmas—is over. 
Reality pounds on the door 


They mill around the railroad stations in the thousands, 
squeeze onto buses, and clog the roads leading into the 
cities with their bicycles, carts, bundles, and odds and 
ends. 


Once they arrive the dreams are shattered. They share 
their disappointment and despondency with others. But 
they also talk about how the party's heavy-handed taxa- 
tion has forced them to migrate into the city. A dan- 
gerous cocktail. 


Robin Hood 


In an interview in SOUTH CHINA MORNING POST 
an angry unemployed worker on the railroad square in 
Shanghai placed the responsibility for their situation on 
the party and China’s leaders. 


“Only a few village leaders are good. But 1i is not just the 
leaders who exploit us. That is the problem—it 1s sys- 
tematic,” he said. 


“It does no good to demonstrate. But if someone started 
a demonstration | would support it.” 


This kind of statement sounds like an echo from the 
National People’s Congress in Beijing in October when 
one of the party’s old men warned that the only thing 
China’s dissatisfied workers and farmers lack today 1s a 
new Robin Hood; a comparison the late Mao would 
scarcely have appreciated. 


In his day China’s rural population was kept strictly in 
place by a restrictive national registration system that 
made it impossible for them to leave their villages. But in 
step with the economic reforms they have had an oppor- 
tunity to work in the towns since 1984. 
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Unemployment 


However it was not until Deng Xiaoping’s slogan that 
some areas could develop more rapidly than others was 
fully accepted that the migration begin to really accel- 
erate. 


Since the migration began 130 million former farm 
workers have already found jobs in the many new plants. 
But of China's total rural population of 430 million it is 
estimated that there are still 120 million who are unem- 
ployed. 


An analysis from the government shows that by the end 
of the century it will be necessary to find work for 300 
million workers from the country. 


‘“‘In Guangdong they call them mangliu— 
vagabonds—but that is not what they are,” insisted an 
employee of the town administration in Chengdu, cap- 
ital of China’s most populous province, Sichuan. 


“We call them mingdong—workers from the country. 
They are honest, hardworking people who are ready to 
take the jobs that local people are no longer willing to 
touch.” 


Regardless of what they are called, the life of the migrant 
workers 1s miserable. 


They toil doggedly from morning to night. They sleep 
together in tiny rooms up steep staircases in the cities’ 
slums. The pay itself is meager. Typically they are paid 
only a third of townspeople’s wages of around 245 kroner 
a month. 


By leaving their rural district they also lose their housing 
and medical rights. In spite of this a recent analysis 
shows that in many of Sichuan’s rural districts almost 70 
percent of the population has emigrated. 


Advantages 


So far the migration has “only” upset China's sociolog- 
ical balance between farmers and workers, but the migra- 
tion was necessary to create the Chinese Industrial 
Miracle. However if they continue to arrive they can 
quickly become a burden for relations between the rich 
and poor provinces. 


The government has already warned that even in the 
economically booming provinces along the coast there 
are no longer jobs for everyone. On the contrary, there is 
an “overemployment’”—the Chinese word for unem- 
ployment—of 10-15 million workers. 


For the provinces that lose labor, on the other hand, 
there are many advantages. First and foremost they do 
not have to provide work for those who leave. The 
workers who actually find jobs also send good money 
home to family members who stayed behind, enabling 
them to lift the yoke of taxes and fees the party imposes 
on them. 
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One of the rural provinces’ strongest arguments, how- 
ever, is that when the emigrants eventually return they 
have acquired a market-orienied way of thinking and can 
get new local enterprises going. China's planned econo- 
mists agree that if there is to be any hope of creating 
work for those 300 million workers in the next seven 
years, it must happen in new industries out in the 
country. 


The hope is based on the fact that it has already been 
possible—with Taiwanese and Singaporean backing—to 
provide jobs for 95 million people in record time in the 
existing private industries in rural areas. 


The last time the situation was assessed, around the 
beginning of the year, they were already creating a third 
of China’s national product, producing goods worth 
around $204 billion and paying $8 billion in taxes to 
help the hard-pressed treasury subsidize state industries. 


Potential Impact of GATT on Market 
Establishment 


93CE0752A Being CAIMAO JINGJI [FINANCE AND 
TRADE ECONOMICS] in Chinese No 6, 11 Jun 93 
pp 6-9 


[Article by Fang Hanting (2075 3352 1694) and Pan 
Feng (3382 1496), affiliated with the CASS Finance and 
Trade Institute and the head office of the People’s Bank 
of China: “On GATT Regulations and China's Market 
Economy Establishment’’] 


[Text] I. Introduction: on “GATT Reentry” 


As an international body of multilateral trade coordina- 
tion, the GATT 1s regarded as the authority in coordi- 
nating the effective operation of the world market- 
economy system mainly because all of its 38 articles 
without exception are based on safeguarding market- 
economy free competition. So China's recovery of our 
GATT signatory status is both a test of China’s estab- 
lishrnent of a market economy, as well as a fine oppor- 
tunity for speeding up the integration of China's market 
economy with the international economy, making 
higher, faster, and more pressing demands on the 
socialist market-economy system that we are now 
building. In short, if China wants to speed up our 
“GATT reentry” process and acquire as much as pos- 
sible in the particular negotiations a status that 1s more 
advantageous to us, we will have to bring our whole 
market economy establishment into line with basic 
GATT principles. (Footnote |)(The term “GATT entry” 
that is often currently used in many academic theses and 
the news media, 1.¢., admission to the GATT, ts actually 
a very imprecise one. As one of the original 23 signato- 
ries to the GATT, China's current request 1s to reacquire 
our seat, not to join that body. Moreover, as the status of 
“reacquisition™ and “entry” are quite different in the 
negotiations, I hold that it 1s more proper to use the term 
“reentry.”’) As the emphasis of all GATT regulations ts 
on uniformity and general applicability, with the special 
clauses being simply temporary transition measures. 
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overemphasizing or making reservations about the non- 
market-economy components of our own system could 
lead to unnecessary setbacks in our “GATT reentry” 
process. 


Il. China’s Progress in Building a Market Economy 
From the Perspective of the GATT Establishment 


The GATT ts based on a market economy and free trade, 
i.e., the economic operating foundation of all members 
of this body must be a market economy, with socioeco- 
nomic regulation mechanisms having to be market 
forces. Only by meeting these terms can major economic 
players with independence of interests and freedom of 
action exist, in order to guarantee full market compet:- 
tion within and among signatory states. This is the 
essential GATT substance, as well as the first task that 
China must accomplish before its GATT reentry— 
converting Our economic operating forces from a cen- 
trally planned economy to a market economy, as a basic 
way to acquire favorable terms in the negotiations. 


As to China’s system preparations, we have already 
made considerable progress in this basic task: Since the 
1978 policy of reform and opening whose major line was 
marketization, our market economy system is now 
replacing our traditional centrally planned economy. |. 
Nearly 85 percent of the commodity categories in 
China’s social product have now been freed from admin- 
istrative control and are automatically regulated by 
markets. 2. In China’s coastal economic zone, we have 
already formed a market-economy zone made up prima- 
rily of SEZs, open cities, and special development zones 
(such as Shanghai and Hainan), with the GDP of these 
zones making up about 40 percent of our national overall 
investment. This means that China’s major economic 
region is already largely marketized, so that the GATT 
no longer has grounds for continuing to equate China 
with a centrally planned economy, as well as being 
China’s rationale for not accepting discriminatory terms 
in our “GATT reentry” protocol. 3. As to China's 
enterprises, particularly the iarge number of private ones 
that have appeared since reform and opening, their 
production, supply, and marketing decisions, costs, 
prices, profits, and risks are all basicallly market- 
determined, showing that China’s market system 1s 
forming up. 4. As decisive progress has been made in 
China's foreign trade and pricing reforms, the argument 
put forth by certain Western countries that “until China 
completes its foreign trade and pricing reforms, it will be 
necessary to establish certain safeguard mechanisms to 
protect signatory-nation trade from the impact of the 
nonmarket factors that cxist in China's foreign trade 
system,” 1s becoming increasingly ungrounded. Based on 
the contract management responsibility system that was 
already in practice in China's foreign trade system, we 
abolished all export subsidies in 1991, then sharply 
lowered our import tariffs and eased our import- 
licensing restrictions on many products in 1992, bringing 
our foreign trade operations closer to international prac- 
tice. 5. As 85 percent of the import-export business in 
China’s foreign economic activities is conducted with 
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GATT signatories, our system has been brought into line 
enough so that there certainly do not exist too many 
operating-procedure obstacles. 


But we also need to realize that China's current system 
preparations can only be said to be basically in line with 
essential GATT requirements, meaning that system 
obstacles will remain a matter in need of urgent resolu- 
tion for some time to come. In particular, in the market 
economy establishment that China is currently pro- 
moting actively, the role of market fores is extremely 
uneven. This so-called uneven role of market forces 
refers to the role of market forces being concentrated 
mostly in our secondary economy (individual, private, 
township, and the three kinds of foreign trade enter- 
prises), while our primary economy (state-owned, partic- 
ularly large and mid-size state enterprises) remains 
largely subject to a planned economy or a deformed 
planned economy. In other words, the leftover influences 
of a nonmarket-economy system remain in the opera- 
tions of many large and mid-size state enterprises, 
Causing a certain amount of hesitation in their operating- 
forces conversion. These influences are reflected mainly 
in the economic behavior of large and mid-size state 
enterprises: As to enterprise production activities, 
reform has gradually introduced market forces, with the 
government steadily reducing its directive production- 
plan proportions, giving enterprises a certain amount of 
production-planning independence, and forcing them to 
pay attention to market changes when drawing up pro- 
duction plans. But as enterprises have still not genuinely 
become responsible for both their profits and losses, 
even though they are becoming increasingly market- 
oriented in production planning, it remains hard for 
them to make protitmaking their primary focus, leaving 
one-third of large and mid-size state enterprises still 
sustaining losses. As to enterprise investment behavior, 
enterprise investment rights are still subject to certain 
restrictions. For instance, while enterprises are allowed 
to raise funds on both indirect and direct financial 
markets, bank loans are basically government- 
controlled, with enterprise bond and stock offerings also 
subject to government approval, for which terms are 
extremely harsh. As enterprise financing actions are 
subject to so many administrative restrictions, it 1s very 
hard for enterprises to take timely and effective contin- 
gency steps based on market demand changes. As to 
enterprise distribution conduct, most enterprises still use 
the enterprise organization form of contract manage- 
ment resonsibility, causing them to pay iess attention to 
long-range development, and sapping their enterprise 
development stamina. For instance, since reform, while 
enterprises have had their own production development 
funds, new product trial-manufacture funds, and 
retained depreciation funds, this has certainly not 
slanted their distribution actions toward enterprise 
development, but rather has left it largely slanted toward 
areas, such as employee bonus and weifare funds. This 
shows that enterprise budget restraints are still soft ones, 
and that the inherent mechanisms for enterprise self- 
restraint and -development have still not truely evolved. 








6 ECONOMIC 


This uneven role of market forces shows that China's 
market economy establishment has not yet developed a 
Stanc2-d market system throughout society, in that the 
dominant components of the national economy—large 
and mid-size state enterprises, are still not completeley 
marketized. Unt:! China’s primary economy ts com- 
pletely marketized, China will remain in a passive posi- 
tion when negotiating terms, such as “market access,” 
giving cause for the so-called “safeguard mechanisms” 
proposed by certain Western countries. Meanwhile. 
unless the nonmarketization of China's large and mid- 
size state enterprises is basically resolved before our 
“GATT reentry.” i will be impossible for them to 
withstand the test of powerful international market 
competition afterwards, ultimately forcing them to with- 
draw from the market. So we hold that our “GATT 
reentry” is providing China's primary economy with 
both a test and a new opportunity, 1.e., a new chance to 
speed up our state enterprise marketization. In partic- 
ular, to adapt to our “GATT reentry” needs in our 
enterprise Operating-forces conversion, in addition to 
vigorously promoting enterprise organizational-form 
reforms, mainly shareholding, our most crucial task will 
be to firmly eliminate interference by government organs 
in the conversion of enterprise forces. by genuinely 
shifting government functions to serving enterprises and 
creating a fine market climate. 


Ill. A Strategy Response to GATT Regulations From 
the Perspective of China's Market Economy 
Establishment 


In light of our approaching “GATT reentry” date and 
the many defects that exist in China's market economy 
establishment, an exceptionally crucial task is how, 
under current conditions, to adapt to GATT regulations, 
by cleverly exploiting its exceptions clauses to meet 
China's market-economy deficiencies, and while pro- 
tecting ourselves, to exploit to the limit GATT-provided 
preferences and conveniences. We are offering below 
certain views on key GATT regulations and China's 
market economy establishment. 


A. China’s “GATT reentry” options based on the prin- 
ciple of equal tariff reduction and concession. GATT 
members generally adopt two GATT membership styles: 
1. Ordinary market-economy countries. These countries’ 
membership protocols, 1.e., the “standard protocol,” 
mainly undertakes tariff reduction and concession com- 
mittments. 2. Countries with centrally-planned econo- 
mies. They ordinarily do not adopt the tariff-reduction 
form, but rather promise to increase imports by a given 
volume. As China was one of the original GATT signa- 
tories, and a dozen years or so of the reform and opening 
policy have gradually replaced our traditional centrally- 
planned economy with a market economy, our “GATT 
reentry” terms should naturally be based on the tariff- 
reductior-principle standard. So the basic principles set 
forth by the Chinese government for our “GATT reen- 
try” negotiations are correct: |. We are to reacquire our 


GATT signatory status in a reentry, not a joining style. 2 
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We will undertake the committments reached in sub- 
Stantive negotiations based on tariff reductions, while 
demanding to enjoy equal treatment w.th other GATT 
signatories that are developing countries 


Tariff reduction has always been the major substance of 
negotiations among GATT signatories, with the negoti- 
ating themes of both the seven rounds of multilaterial 
trade talks since the founding of the GATT and the 
eighth “Uruguay round” of multulaterial ministerial- 
level talks that 1s now in pccress being tanff reduction 
and elimination of nontariff barriers. Moreover, these 
talks have achieved significant progress. China's choice 
of the tariff-reduction committment form to recover our 
GATT seat 1s the better option for speeding up our 
socialist market economy establishment. As to China's 
current realities, while committing ourselves to 
increased :mports to preserve our current high tariffs 
might play a superficial role in protecting our backward 
industries and inefficient enterprises, 1 would certainly 
not genuinely open up markets substantially. As simply 
more imports would need to be supplemented by too 
many exports it would force the government to 
Strengthen its planned control, which would not only be 
disadvantageous to domestic market development, Dut 
would also make it hard tu evolve a new order tn line 
with the international! market, so would conflict with our 
socialist market economy reform direction. But choosing 
the tariff-reduction policy means thet China's markets 
have to be opened up to GATT signatories, which will 
have a sharp impact on certain industries and related 
enterprises that formerly depended on high-tariff protec- 
tion. Of course. the basic term of the choice of the 
tariff-reduction policy remains the marketization of our 
domestic economic operations. Unless we evolve market 
forces, simple tariff-reduction could certainly not bring 
free-competition regulation of our domestic markets, 
with the lack of access to Chinese markets by GATT 
Signatories very likely to delay the trme and chance of 
Chinese-enterprise access to their markets. So China has 
opted for the tariff-reduction policy because first, it 1s in 
line with market economy principles, playing an inesti- 
mable role in promoting and speeding up the conversion 
of China’s economic-regulation forces, and second lower 
tariffs can bring in return preferential tariffs by GATT 
signatones. Distinguishing China’s import tariffs by 
minimum tariffs and general taritis. minimum tarifis are 
applicable to import goods produced in countries that 
have signed trade agreements with China, such as MFN 
terms, while general tariffs are applicable to import 
merchandise made in other countries. If China recovers 
our GATT seat, this undoubtedly will sharply increase 
the proportion of minimun-tariff goods in our import 
merchandise. Meanwhile. Chinese merchandise will also 
be able to break through the trade protectionism of many 
countries to gain access to GATT signatory markets at 
minimum tariffs, which will provide a better and fairer 
climate for Chinese enterprises to break into the inter- 
national market 


The tariff-reduction principle 1s aimed mainly at elimi- 
nating trade barriers, with signatories providing cach 
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other preferences to maintain trade balance and achieve 
free trade. This means rhat the tariffs of all GATT 
Signatories must be gradually lowered until there 1s 
ultimately a mutual tariff-exemption. Tariff negotiations 
are generally conducted bilaterally between signatories, 
first by determining which exporting signatory 1s the 
major supplier based on the share of exporting-signatory 
products in the importing signatory’s markets, and then 
through the negotiation host inviting certain or several 
major suppliers to one-by-one reciprocal tariff negotia- 
tions On One or a number of products. Tariff reduction 
takes the form of a combination of the weighted average 
formula and progressive commodity-by-commodity 
reduction. Through the seven rounds of GATT-held 
tariff-reduction negotiations, tariffs have been lowered 
an average of 28 percent, involving about 100,000 com- 
modity catalogs, with tariffs of developed countries now 
down from 40 percent to 4-5 percent. The general aim of 
the “Uruguay round”™ ts to reduce tariffs an average of 33 
percent from their September 1986 level, with EC reduc- 
tion-negotiations involving 6,700 products, lowering tar- 
iffs from 5.44 percent to 3.86 percent, and developing- 
country tariffs also being reduced by one-third. 


China's 1987 weighted-average tariffs for minimum tar- 
iffs by key foreign-trade import-commodity classifica- 
tions are: | 1.3 percent for raw materials, such as agricul- 
ture, industrial chemicals, hardware, and rolled steel. 
and 19.29 percent for capital goods, such as machinery. 
It is thus obvious that China's tariffs differ sharply from 
those of GATT signatories. While this provides much 
room for maneuver in China's application of the tariff- 
reduction policy, particularly in protecting rising and 
immature industries, such as microelectronics and 
motor vehicles, it also means that many Chinese indus- 
tries and enterprises are actually now existing inside high 
tariff walls. Once these walls are lowered, enterprises and 
industries within them will be directly exposed to over- 
seas competitors, leaving their existence completely 
dependent on their own enterprise contingency. adapt- 
ability, and creative capabilities. This makes even higher 
demands on our market economy establishment. 
requiring enterprises not only to convert their operating 
forces, but also to revamp their organizational forms. 
The more successful international experience 1s generally 
to use direct investment to marry foreign capital directly 
to weak domestic industries, which can bring rapid 
growth to these industries. This 1s aimed at one, con- 
forming to GATT principles, such as lowering tariffs to 
share in GATT-signatory preferential tariffs, and two the 
direct introduction of large amounts of foreign invest- 
ment for the rapid development of new industries, which 
per se will develop skyrocketing industrial growth to 
offset domestically the impact of large amounts of for- 
eign goods entering domestic markeis. This method 
could be called “controlling foreigners with foreign 
things,” i.e... using foreign capital to defeat foreign 
products to enjoy double advantages. South Korea's 
success Came in a certain sense through fully exploiting 
foreign investment and GATT advantages. which not 
only successfully guided in market economy institutions, 
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but also succeeded in completing an industrial high- 
technologization. Statistics show that from 1962 to 1982. 
South Korea's foreign loan agreements amounted to 
nearly $30 billion: from 1962 to 1990, direct foreign 
investment in South Korea amounted to $7.87 billion: 
and from 1962 to 1982. foreign investment made up 26 
percent of South Korea's overall investment, while 3.3 
percent of its economic growth rate of 8.2 percent was 
propped up by foreign investment. (Footnote 2) (See 
BAN YUE TAN No 11, 1992.) So we recommend that 
while recovering our GATT seat, we should introduce 
foreign capital on a larger scale for direct investment in 
China's key but rising industries, such as microelec- 
tronics, COmmunications, and automobiles to exploit 
competition among foreign investors to complete our 
industrial-structure conversion and upgrading 


B. China’s economic management reform from the per- 
spective of the GATT nondiscriminatory-treatment 
principle. The GATT cornerstone is the principle of 
nondiscrimination, translating into the equal-treatment 
principle, which requires GATT signatones to practice 
mutually unconditional MFN and national treatment. as 
well as forbidding them to discriminate against other 
signatories when taking certain restrictive or prohibitive 
steps. This principle fully reflects a spirit of equality, 
which 1s realized in the GATT mainly through the two 
clauses on MFN and national treatment 


MFN treatment refers to the signing of bilateral or 
multilaterl trade agreements in the areas of trade. nav- 
gation, tariffs. and the legal status of citizens. in which if 
one signatory grants any third country reduction prefer- 
ences, special privileges, or immunity treatment, one or 
more other signatories can also enjoy the same treat- 
ment. MFN treatment comes in the forms of conditional 
or unconditional. mutual or unilateral, and unlimited or 
limited. One of the GATT’s fundamental principles ts 
unconditional MI'N treatment, with items in the rela- 
tions among signatories, such as foreign trade commod- 
ities and related tarffs, taxes. and regulation formalities. 
all being subject to the unconditional MFN treatment 
principle. Whereas national treatment refers to imports 
from signatories enjoying equal tariff and legal treatment 
with domestic products. The GATT national treatment 
clause apples only to imports of commodities from 
foreign countries, not yet involving matters. .uch as 
investment by foreign merchants. Its key role 1s to adiust 
the relations between imported goods and domestic 
products on domestic markets. to eliminate discrimina- 
tion against imports by domestic measures, laws, and 
regulations 


Since China has been practicing the policy of reform and 
opening, our domestic demand for large amounts of new 
and high technologies and management to upgrade our 
old equipment and management practices has turned 
export earnings into an exiremely crucial mission. But as 
China 1s not a GATT member. many of our exports are 
subject to the discriminatory treatment of neotrade- 
protectionism. For instance. the EC places quantitative 
restrictions on many Chinese products. while the U.S 
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exports more than $20 billion in goods, equal to one- 
third of domestic output, but the returns of textile 
enterprises are poor, many lose money, technology is 
backward, export prices low, and product quality and 
grade poor. We must accelerate technological upgrading 
in line with advanced international levels and weed out 
backward technology. 


4. We must organize specialized cooperation, establish 
enterprise groups, break regional autarky, develop 
economy of scale, and improve return to scale. China’s 
automotive industry has topped 1.3 million vehicles in 
Output, an amazing feat. Yet the highest profits in the 
world enjoyed by the large number of small producers is 
the product of high tariffs, high prices, and high profits. 
We must concentrate national strength and hunker down 
before we can achieve competitive advantage. In the 
electronics industry, output has exceeded 80 billion 
yuan, and China has accomplished in 10 years what it 
took other countries two to three decades to achieve and 
produced a number of advanced things. Nevertheless, its 
overall technical level is low, and its product quality, 
technology, and costs cannot withstand international 
competition. The principal policy response is to accel- 
erate international cooperation, speed development, 
improve technology, and make the industry export-led. 
Only then can its products break into international 
markets. 


5. Change the domestic product tax to an ad valorem 
levy, change our high-tax policy, gradually reduce some 
excessively high ad valorem tax rates, and improve 
product price competitiveness. 


6. Resolve to abolish all arbitrary fees, fund raising, and 
apportioned exactions so as to reduce the burdens borne 
by enterprises and peasants and to create the macrocon- 
ditions for lowering product costs and prices. 


7. Reforming exchange-rate double tracking for the ren- 
minbi and foreign-exchange distribution can offset some 
or all of the shock wrought upon domestic prices by tariff 
abatement. As in the the case of tariff reduction, 
exchange-rate reform must both promote China's 
external trade and take into account the ability of 
domestic producers and debt servicers to cope and the 
need for macroscopic control. The exchange rate for the 
renminbi is moving toward convergence of the two 
tracks. Thus we must cautiously select the placing and 
timing of this convergence. Since the renminbi-foreign 
currency adjustment rate is much higher than foreign- 
exchange earnings costs, we should continue to maintain 
the stability of the former so as to avoid excessive rise 
therein resulting from demand-pull. This facilitates 
domestic price arrangement, is consistent with the 
ability of the state and of importing enterprises to cope, 
and also promotes stable growth in exports and avoids 
unnecessary disnutes thereover. 


B. Accelerate and Continue Price Reform 


GATT requires that prices be determined by markets 
and that the number of goods and services subject to 
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State pricing be reduced to a minimum. This ts consis- 
tent with the spirit of the 14th CPC National Congress. 
To meet the challenge raised by Ciiina’s reentry to 
GATT, we should adopt a number of price responses, the 
principal of which are as follows. 


1. Accelerate reform of export and import pricing. For 
imports, we should (a) gradually abolish price subsidies 
for the five commodities that still have them; (b) except 
for chemical fertilizer and a handful of other products, 
decontrol pricing of commodities imported indepen- 
dently; and (c) control the circulatory expenses state 
enterprises incur in external trade. For exports, we 
should (a) promoie agency and (b) decontrol prices of 
commodities sold to foreign trade enterprises for export. 


2. Accelerate reform of pricing for production factors 
and pr.mote flow and the development of markets. 
Especially importantly, we must accelerate reform of 
pricing for such factors employed in export production. 


3. Accelerate price reform in tertiary industry. This is 
necessary both to accelerate the development of this 
industry in China and to open up our external service 
trade and to participate in international service-trade 
competition. In accordance with the GATT principle of 
extending national treatment, we must straighten out 
and clarify our service-fee schedule 


4. Introduce the pricing methods and principles prac- 
ticed by countries with market economies that facilitate 
initiation of market competition and reform those prac- 
tices and principles that are inconsistent with the needs 
associated with international competition and market 
economy. Erroneous pricing methods and principles 
usually create massive waste of social resources, and for 
many commodities we must change the notion that we 
need to set prices in accordance only with domestic cost 
and market supply-demand equation. For example, the 
price of gold jewelry must be tied to fluctuation in 
international gold prices so as to prevent domestic prices 
from being comparatively high and !arge outflows of 
foreign exchange. For medical equipment, we might 
consider using marginal costs, not average costs, to set 
prices so as to promote greater use and prevent blind and 
redundant importing. 


5. Refer to customary practice in countries with market 
economies and establish and perfect a national macro- 
scopic price management and control system for China’s 
socialist market economy. Maintain basic price stability 
and establish price control measures rooted mainly in 
economics and law and secondarily in government 
administration. 


6. Step up surveys on enterprise price decision making, 
especially that of large and medium firms, bolster price 
management within enterprises; stress collection and 
collation of price information and comparative study of 
advanced pricing methods and principles practiced both 
at home and abroad; establish price archives; train price 
workers; and the like. Only by transforming operational 
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mechanisms across the board, improving returns, iden- 
tifying differentials, drawing up measures, and gradually 
catching up to international levels can we become invin- 
cible in international competition. 


Changes in Social Structure Present Problems 


93CE0683A Beijing JINGJI RIBAO in Chinese 
2 Jun 93 p7 


{Article by Li Ding (2621 1352): “On Issues Relating to 
Changes in Social Structure”’] 


[Text] Driven by the tidal wave of reform and openness, 
China’s social structure is undergoing profound changes, 
as characterized mainly by the following: |) the large- 
scale migration of the labor force. In the countryside, 
almost 100 million people have left the land and entered 
township and town enterprises and 70 million have 
migrated to cities or are moving back and forth between 
the city and the countryside. In urban areas, large 
numbers of people have left factories, enterprises, orga- 
nizations, schools, and cultural and institutional units to 
enter society by either taking up new positions or 
becoming self-employed. 2) As reform continues, there 
have been marked structural changes in the strata of 
workers, peasants, and intellectuals. 3) The ownership 
system has changed enormously. What was once the 
exclusive domain of public ownership now features a 
variety of economies developing together, dominated by 
public ownership but supplemented by the individual 
economy, private economy, and foreign-funded 
economy. Also making their appearance are share- 
holding enterprises and partnerships buying into enter- 
prises of different ownership systems. 4) The develop- 
ment of the market and tertiary industry has been 
accelerated by the emergence of numerous new profes- 
sions in society. More and more commonly the key 
members of a household may join different trades and 
professions belonging to different ownership systems. 5) 
A host of entrepreneurs, industrialists, and other out- 
standing personnel in S&T and education are being 
nurtured by enterprises and institutions under different 
ownership systems and cutting across a range of profes- 
sions and trades. They are the most dynamic productive 
forces, increasingly demonstrating their role and influ- 
ence in social economic life. The above description does 
not detail changes in China’s social structure in full, but 
it does shed some light on their broad outline and general 
trends. 


The change in China's social structure to date can be 
divided into the following stages: 


A. In 1979 the household responsibility system of linking 
remuneration to output got under way in isolated areas. 
Within two to three years it was widely adopted all over 
rural China. Large numbers of peasants gradually 
detached themselves from the soil, some to join town- 
ship and town enterprises, some to go into cities, and 
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some to hold steady jobs in the construction and trans- 
portation industries, in commerce, in services, in 
farming in the outskirts of towns, and in mining. Some 
became individual householders in industry and com- 
merce Or private enterprise owners. Yet others became 
part of the floating population, returning to the villages 
in the farming season and entering the city in the slack 
season. 


B. To provide jobs for young people who had returned to 
cities and others who were waiting for employment, the 
state set up labor service companies under the collective 
ownership system in 1979. By 1986, a total of 9 million 
people had been placed in jobs. Meanwhile, a variety of 
economies, particularly the individual economy, were 
revived and developed. In 1981, the State Council pro- 
mulgated “Some Policy-Level Regulations on the Urban 
Nonagricultural Individual Economy,” followed by the 
“Provisional Regulations for Managing Urban and 
Rural Individual Industrial and Commercial! House- 
holds” and “Provisional Regulations of the PRC for 
Private Enterprises” in 1986 and 1987, respectively, 
enabling individual industrial and commercial house- 
holds, private enterprises, shareholding cooperative 
enterprises, and partnerships in urban and rural areas to 
develop further. By 1992 there were already 15,539,000 
individual industrial and commercial households in all 
China, employing 24,677,000 people in all, and 139,600 
private enterprises, with a total employment of 
2,015,300. 


C. Reform has fueled massive population shifts criss- 
crossing the nation, accelerated by the open policy. On 
the one hand, large numbers of intellectuals, enterprise 
workers, and office workers as well as peasants from the 
interior have been moving from north China to the 
south, from west to east. Some of them find work in 
enterprises in open coastal cities that have joint projects 
with the interior. An increasing number of people have 
joined the ranks of individual industrial and commercial 
householders and private enterprise owners or found 
other jobs on their own. Township and town enterprises 
along the coast and the “three kinds of enterprises that 
are either wholly or partially foreign-funded” have 
attracted many peasants in the provinces where they are 
located or from the interior and Sichuan. On the other 
hand, state enterprises and other interested sectors, 
provinces, and municipalities in east and central China 
have sent operating and managerial personnel to borders 
areas Or opened ports in western and northeastern China 
to build plants or open stores. Wave upon wave of 
artisans and craftsmen, individual industrial and com- 
mercial householders, and private enterprise owners 
have gone west, along with a large number of peasants. 
There has never been a more massive shift of population 
in China within a short period of time, not to mention 
population movements in opposite directions. The latest 
round of population movements is different from its 
counterparts in the past. The latter were caused by wars 
and natural disasters, while the former was driven by 
reform, by the open policy, and by the development of 
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the market economy. Its has spurred economic and 
cultural exchanges between north and south, between 
east and west, and is profoundly significant for the boom 
in the coastal region and rapid development in the west. 


D. In 1990 state enterprises continued reform. In 1992, 
the State Council decided to develop the tertiary 
industry and formulated regulations on changing the 
operating mechanism of enterprises owned by the whole 
people. The National People’s Congress held recently 
approved the organizational reform plan prepared by the 
State Council. Propelled by these major reform mea- 
sures, Operating methods such as leasing, contracting, 
and auctioning have appeared in state enterprises, par- 
ticularly small and mid-sized commercial enterprises. 
Employees of these enterprises no longer eat off the “big 
rice pot.”’ Instead, their wages are directly pegged to the 
enterprises’ economic performance. There are about 20 
million workers in large and mid-sized state enterprises, 
of whom 20 percent would in due time leave their 
existing positions and move into collective enterprises or 
become self-employed. Almost 40 million people now 
work in government organs and other institutional units, 
of whom 20 percent will gradually quit their jobs and 
find other work. 


China’s social structure will continue to change. As the 
socialist market economy becomes better established, 
with the countless number of surplus rural workers 
finding new jobs and the primary, secondary, and ter- 
tiary industries achieving a measure of balance relative 
to one another, the new social structure will take shape 
and acquire a measure of stability. It will then gradually 
mature and enter a new phase. 


The transformation of China's social structure has pro- 
found and far-reaching implications. 


A. Changes in China’s social structure occurred as a 
formerly rigid and closed urban-rural social order 
cracked and fragmented. The upshot is a revitalized 
society. We can see that the dualism of Chinese society— 
urban versus rural—has begun to change. The urban- 
rural gap is narrowing along the coast and in economi- 
cally developed areas in south and west China. Social 
Strata and professional groups are becoming fragmented, 
no longer the closed, rigid blocs that they used to be. The 
movement of labor and qualified personnel has injected 
new life into society. All these changes have stimulated 
economic and cultural interactions as well as the flow of 
information on a national scale and expedited the effec- 
tive combination of elements of production. This is the 
leading achievement of reform and open policy in China. 


B. Changes in China’s social structure have created a 
brave new world for tapping the potential of productive 
forces liberated from the old system. Armed with deci- 
sion-making authority in their operations, peasants have 
never been more enthusiastic about work. While most 
peasants are engaged in growing grain and other crops, 
some have begun moving into the secondary and tertiary 


ECONOMIC 13 


industries. During the past I4 years, grain output 
climbed steadily while township and town enterprises 
have evolved from crudely equipped, inefficient outfits 
or team-run enterprises Operating on a small scale into a 
pillar of the national economy. In 1992 their gross 
Output value reached 1,650 billion yuan and provided 
jobs for 100 million workers. Urban reform, which 
Started out as economic restructuring, has spread to 
education, science and technology, and education. 
Reform in these areas has its complications, but the 
practice of reform and the experience acquired has 
opened up a new path of progress. Not only has reform 
created jobs for the almost 100 million urban youths who 
join the ranks of those waiting for employment each 
year, but individual and commercial enterprises and 
assorted undertakings have also found new ways to 
rejuvenate themselves and large numbers of administra- 
tive and professional personnel have moved into new 
positions as well. Between 1979 and 1991, China's 
tertiary industry grew |0 percent each year on the 
average. Given its growth momentum, it will continue to 
provide even more job opportunities and an arena where 
people can display their talents in the future. These 
changes constitute the liberation of social productive 
forces. Liberated productive forces, in turn, find a place 
where they can release their potential. 


C. Changes in China’s social structure both reflect the 
level of development of the nation’s productive forces 
and stimulate the development of such forces. China has 
replaced its single ownership system with the long-term 
coexistence of several economies dominated by public 
ownership. Such a structure is compatible with the 
nation’s level of productive forces in the initial stage of 
socialism. The new structure and distribution system can 
fully absorb the labor force in society, put human initia- 
tive and creativity to work, increase social wealth, and 
spur the development of social productive forces. At 
present large and mid-sized state enterprises do not have 
enough vigor. The road to revitalizing the enterprises 
and achieving higher productivity hes in continuing 
reform, establishing a social security system, and over- 
hauling government functions. Modern society needs an 
army of entrepreneurs, :ndustrialists, and outstanding 
personnel. The new institutions that have emerged in the 
course of reform are the most powerful factor propelling 
the forward march of social productive forces. 


D. The development of the tertiary industry and the 
diversification of professions is a hallmark of China's 
march toward a modern society. These are conditions 
that all developed nations in the world have met on the 
road to modernization. China has embarked on the road 
toward modernization. Not only has it reviewed its own 
past, but it attaches a good deal of importance to the 
positive experience of other developed nations while 
avoiding their detours. China continues to pay the 
closest attention to agriculture, particularly grain pro- 
duction, by reforming the management system, devel- 
oping education, introducing S&T into agriculture, and 
pursuing modern mass agriculture. This has enormous 
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significance for the struggle to free a huge agricultural 
population from poverty and achieve a fairly comfort- 
able standard of living and is most critical to ensuring 
the stability and development of the national economy. 
Right now the nation’s basic industries and transporta- 
tion industry have become the “bottlenecks” in eco- 
nomic development. The central and local governments 
are focusing on them and steering the bulk of their 
investment toward them. Because of the attention it has 
been getting from both government and society, and 
driven by both the domestic and international markets, 
the processing industry too is in the midst of adjustment 
and transformation. The tertiary industry has developed 
rapidly in the past few years, graduating from the pro- 
vider of the usual services to a higher-form industry. 
This is a positive trend. The job structure in China is 
moving from monotony to diversification, from the 
supply mode to autonomy, from the ordinary level to 
multiple levels. This is the requirement and reflection of 
the shift from the product economy to the market 
economy. 


Changes in China's social structure raise many new 
issues. What is needed is an appropriate response. 


A. Faced with a vast array of players each with their own 
interests, we need to come up with the appropriate social 
policies, laws, and regulations. State enterprises, enter- 
prises under any one of the various ownership systems, 
and all professions in society are all major players each 
with their own interests. Players with similar interests 
join together forming interest groups. The problem these 
days is that all interest groups demand that their legiti- 
mate rights and interests be protected. Some interest 
groups are separated by vastly different interests, giving 
rise to new conflicts. Reform is the redistribution of 
interests and is reflected in conflicts of interests in 
inter-group relations. There are also conflicts between 
group interests and overall national interests. For this 
reason, the state should formulate appropriate social 
policies and laws to handle new social conflicts. The 
various players are in a stage of development. Clarifying 
their status and protecting their legitimate rights and 
interests are enormously significant for their normal 
development and social and political stability. When the 
interests of a player become excessive or when we allow 
certain hidden exchanges spread unchecked, social dis- 
content will grow readily, which will undermine social 
stability. Accordingly we must adjust using a mix of 
economic and legal tools and step up guidance through 
the media. All players must behave in a way that will not 
only not compromise social and national interests, but 
will actually promote them. Thus what we need to do is 
preparing appropriate policies to coordinate and harmo- 
nize. 


B. After obtaining property rights, production rights, and 
managerial rights, people now have a stronger sense of 
autonomy. The psychology of the vast peasantry today is 
very different from that in the commune days. Back then 
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everything, from production to living, came under the 
centralized command, distribution, and arrangement of 
the brigade. People developed a dependency mentality, a 
psychology of subordination, which dampened their 
initiative and enthusiasm. Things are now different. 
Today people have decision-making authority in their 
operations. They have land, food to eat, clothes to wear. 
In addition, many people have broadened their career 
path. People are grateful for the sound policy that has 
come about and consciously or subconsciously feel that 
they are now in control. They form their own judgments 
and opinions on everything, they have a new value 
system and mode of conduct. In cities too continued 
reform has created a similar situation. Here there ts a 
wealth of information, social interactions are multi- 
plying, and the average educational standard is quite 
high. Every household, every family, is impacted by 
social economic activities. Changes in public thinking 
and perceptions have been even more striking. Faced 
with this situation, many people think that mass work 1s 
hard to do. Others, judging the new phenomenon with 
traditional standards, are even shocked or feel out of 
place. We must assess the new phenomena from the 
proper perspective and analyze their causes scientifi- 
cally. We must consider both their positive and negative 
effects correctly, separating what is major from what 1s 
minor, and work to guide them diligently. China has its 
glorious cultural tradition. The various Chinese nation- 
alities are experienced in fighting misery and winning 
independence and liberation. After living under the new 
social system for over 40 years, their pride, confidence, 
drive for excellence, and pioneering spirit have become 
the essence of the dominant philosophy of the entire 
nation. Use patriotism, which can mobilize the people 
mere than anything else, and the most persuasive theory 
and practice to launch our work, namely the theory and 
practice of socialism with Chinese characteristics, which 
is closely bound up with the personal vital interests of | 
billion people and the destiny of the nation. Combine the 
public’s sense of being in charge with the dominant 
philosophy of the entire nation. Inspire the people's 
initiative and creativity and the spirit to do better. At the 
same time, improve their cultural caliber and moral 
tone. Pay attention to research on changes in public 
thinking and psychology. Never stop reviewing new 
experiences. Go about doing our work amid changing 
circumstances. 


C. People may be more preoccupied with the pursuit of 
material interests, but do not overlook political 
demands. The pursuit of material interests has become a 
widespread phenomenon in society at all levels. Many 
factors have caused the phenomenon, a major one being 
that after living for years under the old egalitarian order 
when materials were in short supply and life was hard, 
people showed a strong desire for material things as soon 
as they were freed. Another reason is that some people 
are driven by a desire to keep up with the Joneses; people 
in the coastal region want to keep up with foreigners 
while people in the interior want to keep up with their 
counterparts along the coast. Also, living costs have been 
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soaring and people demand a better quality of life. 
Socialist nations should be even more concerned about 
the material interests of their people. There are both 
positive and negative aspects about the pursuit of mate- 
rial interests. We must distinguish between them and 
exercise proper guidance. Properly guided, the pursuit of 
material interests will be the driving force that will 
unleash the initiative and creativity of the people and 
fuel social and economic development. 


All society is talking about these days is the upstart 
phenomenon. Upstarts refer to individuals who accumu- 
late millions of yuan in just a few short years. They can 
be divided into two broad categories. The first group 
consists of people who, exploiting loopholes in the law in 
the transition from the old system to the new, trade 
power for money and make a killing. They build a 
fortune by speculating in land, in scarce materials, and in 
stock. They offer bribes or take bribes, evade paying 
taxes, or underpay. They hire workers at low wages aiid 
use the collective to obtain assorted preferential treat- 
ment. With a mix of tricks, they have made themselves 
enormously wealthy. They represent an extremely cor- 
rupt phenomenon and are the target of intense social 
discontent and condemnation. The second group con- 
sists of those who, taking advantage of the void on the 
market and grasping a favorable opportunity, hit on the 
right idea and come up with a product quickly, thus 
reaping a windfall. Some people exploit the time and 
spatial differentials as well as the gap between domestic 
and international prices, and moving quickly, make a 
fortune despite their small investment. More and more, 
society understands the concept of taking advantage of 
the new economic culture to invest promptly, open up 
the market, and hit it big by using one’s skills and 
business acumen. The upstart phenomenon is usually 
closely related to a low level of productive forces, an 
immature market, and a new management system that ts 
less than perfect and has yet to find a sure footing. Once 
these conditions improve and a comprehensive body of 
laws and regulations pertaining to the market ts in place, 
particularly after fair competition and a buyer's market 
materialize, and the average rate of return drops, the 
upstart phenomenon will diminish. On the other hand, it 
iS not to be assumed that the problem will disappear 
automatically once the conditions are ripe. Starting from 
now we must formulate the appropriate laws and regu- 
lations, improve the auditing and accounting systems, 
slap a progressive tax On upstarts and others with exces- 
sive incomes, exercise effective legal supervision over 
the economic activities and profit-making of individuals 
and enterprises, and severely punish those who are 
corrupt or have broken the law. Law-making and law 
enforcement must not be allowed to fall behind. 


You cannot say people are less politically-minded 
because they pursue material interests. An interest in the 
political situation and in policy stability and continuity 
as well as strong demands that legitimate rights and 
interests be protected are all basic political demands on 
the part of all players with their own interests. It is just 
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that for a variety of reasons, people, particularly intel- 
lectuals, are unwilling to take risk, to get too involved in 
politics, or to express their opinions too often. But this is 
only a temporary phenomenon. Politics is inseparable 
from economics. There will be a growing demand for and 
rising expectation of more political participation. In 
China the basic principles behind the national people's 
congress system, multi-party cooperation under the lead- 
ership of the CPC, and the Chinese People’s Political 
Consultative Conference all embody so much that must 
be enriched and developed endlessly through practice to 
reflect and channel the public's political demands. To 
realize the political demands of every quarter, additional 
channels must be opened up to serve as a vridge between 
people at the top and the bottom and as a safety valve for 
conflict resolution. Socialist democratic political con- 
struction in China is a gradual process. Any demand that 
we go beyond or duplicate the Western way of doing 
things runs counter to the nations’s conditions and will 
not work. On the other hand, to remain where we are will 
also complicate reform and economic construction. A 
major topic in political restructuring 1s to work out the 
principles of socialist democratic political construction 
in China in the light of the new circumstances and adopt 
the correct policies. 


D. The emergence of interest groups and changes in the 
social structure require the creation and perfection of 
social organizations. As we work to put together a 
socialist market economy, we also pay increasing atten- 
tion to the role and importance of intermediate social 
organizations. The problem now is to incorporate them 
into reform planning. We must nurture social organiza- 
tions the way we nurture the market: conscientiously. At 
the same time we need to draw up appropriate legislation 
such as a chamber of commerce law and an organic law 
to regularize the activities of all sorts of social organiza- 
tions 


E. Create more job opportunities for surplus rural 
workers. The entry of large numbers of rural workers 
into township and town enterprises and their migration 
into coastal areas and cities have eased the pressure on 
farmland and solved the problem of labor shortage in the 
cities. Moreover, it has set up a reverse flow of informa- 
tion, funds, and technology to the villages and revital- 
ized both urban and rural markets. Needless to say, it has 
also created fresh problems for transportation, urban 
facilities, and social law and order. Today there are 200 
million surplus rural workers in China and the number is 
projected to reach 250 million by the end of this century. 
How to provide job opportunities for this army of 
surplus workers is an important part of any national 
economic and social development strategy. There are 
many possibilities, notably the following: establish the 
concept of mass agriculture; develop agriculture in both 
width and depth; adjust the rural industrial structure, 
tackle agriculture aggressively while developing the sec- 
ondary and tertiary industries at the same time; assidu- 
ously develop industries revolving around the large-scale 
development of central and western China; and with 
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capable people taking the lead, develop individual and 
private enterprises in old liberated areas, muinority- 
inhabited areas. border regions, and impoverished areas. 
Accumulate funds to build collective enterprises. Only 
then will rural manpower flow toward the coast, the 
border, and cities in a rational manner 


Difficulties in Implementing Enterprise 
Regulations 


93CE0752B Beijing ZHONGGUO JINGJI TIZHI 
GAIGE [CHINA'S ECONOMIC STRUCTURE 
REFORM] in Chinese No 5, 23 May 93 pp 23-26 


{Article by Li Chunlei (2621 2504 7191), Chen Guang- 
ming (7115 0342 2494), and Du Xiaoming (2629 2556 
2494): “A Penetrating Analysis of the Difficulties in 
Implementing the ‘Regulations’ in the Northeast”] 


[Text] Despite the government's loud calls for devolving 
authority, enterprises still complain about their lack of 
authority! Why is this? |. One sector devolves authority 
while another hangs onto it, so that authority 1s devolved 
“horizontally” but not “vertically.” 2. “Authority 1s 
simply circulated within the power system,” being 
devolved from the provincial to the municipal and 
county levels, while remaining in government hands. 3. 
The thirst for power has not been effectively curbed, 
with certain people even turning it into a means of 
profitmaking. So it will be only by a pooled effort to “cut 
the kitestrings” that the “Regulations” will be able to be 
truely implemented. 


Since publication of the “Regulations on Converting the 
Operating Forces of State-Owned Industrial Enter- 
prises’ (abbreviated hereafter as ““Regulations’’). a 
“wave of devolution of authority” has appeared in all 
areas to implement the devolution of 14 operating deci- 
sionmaking powers to enterprises. What has been the 
effect of this wave? We visited 30 large and mid-size 
State enterprises in three northeastern provinces to find 
out the answer to this question. Our interviews showed 
that while the “wave of devolution of authority” had 
begun to take effect, with certain enterprises beginning 
to operate according to the “Regulations” and market 
economy demands, even more enterprises reported that 
many of the 14 operating decisionmaking powers 
granted to them by the “Regulations” were far from 
having been truely devolved, remaining like a kite flying 
over enterprise heads, within sight but not reach. So 
people are poking fun at those government sectors that 
remain hanging onto the “kitestrings,”” saying that what 
they have devolved is the “kite authority.” 


Why Has Only the “Kite Authority” Been Devolved? 


Certain large and mid-size state enterprises in three 
northeastern provinces still remain subject to some 
directive planning, reaching a high of 37 percent in 
Heilongjiang. Although enterprises are blameless for this 
“planning.” the problem is that while all of the planning 
taken from enterprises in product quantity, quality, and 
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pricing is mandatory, the corresponding energy, mate- 
rials, and shipping planning 1s exceptionally flexible, 
even to the point that enterprises do not enjoy directive- 
plan “treatment,” so are forced to purchase needed raw 
materials at arbitrary market prices, and when short of 
funds, to take out high-interest loans. Despite steadily 
rising costs, enterprises certainly do not have the 
authority to raise product prices, while being forced to 
implement departmental or state plans, which often puts 
them in such a “double-bind™ that they can only 
shoulder the heavy burden tor the state by sustaining 
economic losses. 


The Harbin (Furnace) Boiler Plant, one of Heilongjiang’s 
“three widely renowned driving forces,” 1s China’s big- 
gest power-station boiler-manufacturer, but remains 
subject to the “halfway market economy” bitterness of 
“importing through markets, but exporting according to 
planning.” Most of its products are equipment crucial to 
State priority-projyect production, being basically pro- 
duced and allocated according to state plans. While 
product prices are set by contract after consultation 
between the production plant and customers, then still 
being subject to examination, approval, and further 
setting by ministries and commissions responsible for 
consumer enterprises, the funding, raw materials. and 
shipping terms needed for production organization cer- 
tainly do not receive the corresponding guarantees. Since 
1992. the price of the boiler plant's most essential raw 
material—rolled steel, has more than doubled. Mean- 
while, as steel mills have been deregulated for invigora- 
tion, they refuse to deliver goods until full payments are 
made in advance, while production of a 600,000-kw unit 
generally takes two to three years from contract-signing 
to delivery, and it is often impossible to predict raw 
materials market price changes, forcing unchanged 
enterprise product prices to deal with ever-changing 
market prices. In 1992, the plant owed steel mills 
advance payments of over 100 million yuan, leaving it 
short 1,330 tons of rolled steel, unable to complete 
directive plans on schedule, and in a state of production- 
operation difficulty, while state priority projects were in 
urgent need of related power-station boilers. While the 
“Regulations” provide that plants have the right to 
refuse to produce or to set their own prices and find their 
own markets, plant manager Lu Huilin [0712 1920 2651] 
was deeply aware of the rightness of the cause, so felt that 
since every state priority project had such a huge invest- 
ment, their operations could not be delayed due to 
nondelivery of boilers, meaning that he would do every- 
thing possible to deliver the goods despite losses to his 
plant. “But who understands our problems?” Plant man- 
ager Lu asked us with a wry smile: “How can I explain 
this to our plant employees who have worked so hard all 
year?” 


The operations of the Daging Oilfield, which accounts 
for one-half of China's crude output, are still 95 percent 
subject to directive planning. Many cannot understand 
how Dagqing, which produces 55 million tons of crude a 
year, could sustain annual losses of 900 million yuan. 
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Heilongjiang Economic Commission Chairman Yu Xiou 
[O51 6932 2962] gives the following account: While the 
market crude price is 600 yuan a ton, Daging’s planned 
crude price is 201 yuan a ton, which price difference 
lowers Daqing’s income 19 billion yuan a year, or iwo 
and one-half times Heilongjiang’s annual revenues. 


While northeastern businessmen understand that our 
transition from a planned economy io a socialist market 
economy will take time, they do not understand why 
certain clear violations of economic laws and infringe- 
ments On enterprise authority granted by the “Regula- 
tions” remain unattended to. 


When the “No | Automobile Plant” wanted to set up a 
trade company in 1992, after its personnel sent to the 
pertinent departments had spent months running 
around without acquiring examination and approval 
documents, it was finally notifed that: This can be 
approved only by changing the name from the “First 
Automobile Group Trade Company” to the “No | 
Automobile Group Trade Company.” Such so-called 
official replies leave people simply laughing at their 
absurdity. 


Authority is devolved by one sector but not others, 
meaning that it is devolved horizontally but not verti- 
cally. The responsibilities of various government depart- 
ments are unclear, orders vary, and the grounds for 
policy laws and regulations differ, with often different 
views on a single issue. In particular, piecemeal manage- 
ment and oversight systems easily result in interdepart- 
mental friction, leaving enterprises squeezed in the 
middle. 


In April 1992, the auditors in a certain municipal 
auditing bureau made a determination that a certain 
large papermaking enterprise’s projects, such as its 1991 
special decision to build a guest house for specialists, 
were beyond-plan projects, being a misuse of production 
funds for nonproductive construction projects, and an 
evasion of over |.44 million yuan in fixed assets invest- 
ment-orientation regulation taxes, so imposed a fine of 
77,000 yuan. But provincial light industry bureau and 
planning commission documents both held that the 
projects were within plans; the provincial system reform 
commission said that as the plant waf conducting reform 
experiments, it could bundle all of its funds; the plant 
explained that the fixed assets investment-orientation 
regulation tax system was a variable tax rate and, until 
the auditors had entered the plant, the tax rate to be set 
jointly by the provincial economic commission and tax 
bureau had not been put in place; the municipal tax 
bureau said that it had listed this tax in its fiscal 
collection plan, but as the tax rate had not been set, its 
noncollection did not constitute evasion; and the provin- 
cial economic commission said that this project was 
subject to a 5-percent tax rate, not the 30 percent 
determined by the auditing bureau, meaning that the 
taxes should have been 390,000 yuan, not 1.44 million 
yuan. The auditing and tax bureaus both wanted to take 
this money from the enterprise, both sending personnel 


ECONOMIC 17 


to the bank for mandatory collection of the amount and 
closing of the papermaking enterprise's account. So the 
plant was forced to report the matter to the provincial 
government where, after two attempts at resolution by 
the provincial government deputy secretary general in 
charge of industry failed, the lawsuit was finally put on 
the desks of the governor and deputy secretary of the 
provincial party committee. 


When Will the “Circulation of Power Within the 
System” Stop? 


Despite the government's loud calls for authority to be 
devolved, enterprises are still complaining loudly about 
their “lack of authority.” Behind this phenomenon of 
“devolving kite authority” in implementing the “Regu- 
lations,” what is actually causing the trouble? Certain 
enterprise and civil service comrades note that while 
quite a few sectors, particularly leading organs, have 
conscientiously devolved authority to lower levels, the 
authority has actually gone only from larger to smaller 
bodies, from state and provincial sectors to county and 
municipal departments, from direct leadership depart- 
ments to economic-restriction sectors, and from the 
functional management sector to other official service 
sectors. Heilongjiang System Reform Commission 
Director Song Shihe [1345 1102 G678] generalizes this 
devolution of authority phenomenon as “circulation of 
power within the system.” 


Director Song gives an example of investment project 
examination and approval, saying that: While some 
areas provide for investment authority to be devolved to 
local municipalities on projects under 4 million yuan, 
and to counties for those under 2 million yuan, they do 
not devolve authority to enterprises. Even worse, power 
is sometimes circulated to lower-level organs, making 
things even harder for enterprises. On one hand, this 
increases instead of streamlining formalities while, on 
the other, lower-level organs have even less of an under- 
standing of the situation of large and mid-size enter- 
prises, are on a lower policy level, and are subject to 
more local protectionism and blockades. This puts the 
“handcuffs” back on enterprises that had just been 
“untied,” leaving them still without decisionmaking 
power and unable to do anything on their own. 


Comrades from the Jilin planning and economic com- 
missions report that as certain of the powers that they 
have devolved to enterprises are then taken away by 
certain newly-organized depariments, enterprises are 
forced to submit to the “circulation of power within the 
system.” 


Certain large and mid-size state enterprises in three 
northeastern provinces report the following facts: Cer- 
tain upper-level responsible-department cadres have 
such a strong desire for power that once they get it, they 
combine it with profit, with some departments regarding 
the authority devolved by the government as profit- 
making bargaining chips, using it to squeeze profits from 
enterprises. Some responsible industrial bureaus turn 
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themselves into (company) head offices, while still actu- 
ally exercising administrative functions. Moreover, they 
tie enterprises up so tightly that the enterprise status of 
subordination to the government never changes. Other 
enterprise groups that local government departments set 
up with much force, or changed-name companies that 
are really government departments, are called “second- 
ary governments” by enterprises. These “secondary gov- 
ernments” expropriate enterprise authority immedi- 
ately. One such group in Harbin has demanded that 
personnel, financial, and material resources and produc- 
tion, supply, and marketing be subject to group “six- 
centralized” management, lowering enterprises’ pre- 
vious primary corporate status to a secondary one. The 
Shenyang No | Pharmaceuticals Plant reports that once 
its group was set up, it took away the plant's foreign trade 
export authority, turning it from a direct participant in 
international market sales to an “over-the-wall drug 
seller” (1.e., a seller to a group corporation on the other 
side of a wall) 


Some in the know say that both reform and devolution of 
authority are a redistribution of public power and inter- 
ests, with the major reason why people do not want to let 
go of the “kitestrings™ that they hold being that they are 
unwilling to give up power and tts implied interests. This 
is both the pain and crux of reform. 


On Pooling Efforts To Break the “Kitestrings” 


Pooling efforts to break the “strings,” to tackle the 
problem in a comprehensive way, is our only practical 
option, involving the following countermeasures: 


1. Changing ways of thinking remains a task of top 
priority. Investigation shows that a sizeable number of 
government departments have not yet given their minds 
a rest from the long-accumulated rigid formulas for 
evaluating new things and dealing with new issues. For 
instance, Dalian has an enterprise created out of “many 
branches grafted together,” with one plant being made 
up of nine joint-venture enterprises, which has created a 
new route for China’s large and mid-size enterprises to 
become market-oriented by introducing foreign invest- 
ment and practicing widespread joint-venture coopera- 
tion, with the leadership at all levels and the experts 
unanimously acknowledging that this enterprise pro- 
vides an example of success. But when the city recently 
determined the group of municipal enterprises that 
would be allowed to operate according to “the three 
kinds of foreign trade enterprises” model, it excluded 
this enterprise, arguing that the plant was being run 
jointly with foreigners as one of “the three kinds of 
foreign trade enterprises” with the shop as the unit, but 
that the parent plant was not in this category, so was 
excluded. 


Some departmental officials still believe that large and 
mid-size state enterprises belong to all, so that it 1s 
natural for the government to make a profit from them. 
But on the other hand, they do not dare to extend their 
hands so arbitrarily to “the three kinds of foreign trade 
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enterprises.” Anshan has a Sino-French joimt venture 
called the “Anshu Corp,” which government officials at 
all levels patronize very infrequently, so that it 1s 
becoming increasingly prosperous. Anshan Mayor Ma 
Yanhi [7456 1693 0448] exclaims that in a certain sense, 
less meddling in enterprise affairs by government depart- 
ments is the greatest way that they can support enter- 
prises and that not meddling tn enterprise particulars ts 
the best way to devolve authority 


2. On further converting government functions. |. We 
need to delineate the authority jurisdiction of each 
department, and dissolve or merge organs with overlap- 
ping and duplicate functions or similar services. 2. We 
should remove certain specialized economic manage- 
ment sectors from the ranks of government organization, 
turning them into economic entities or industrial asso- 
ciations, the key to which will be cutting their umbilical 
cords from enterprises. 3. As to deficit departments and 
offices whose functions have been shifted or whose 
authority has been devolved, we need to both stop their 
“incense burning” and “tear down their temples.” to 
escape from the cycle of streamlining—expansion— 
restreamlining. 


3. We need to turn our market economy establishment 
into an “economy run by law.” The rights and standings 
of all key economic actors in a market economy must be 
acknowledged and protected by law. The “Enterprise 
Law™ and the “Regulations” are laws and regulations 
whose “supreme” authority must be established 
throughout China. Some factory directors ask: Why ts 
responsibility investigated and affixed for embezzlers or 
those who create direct losses for enterprises (which 1s 
absolutely essential), while liability ts not investigated 
and affixed for departments and individuals that cause 
even greater economic losses for enterprises through not 
acting in accordance with the “Enterprise Law” or the 
“Regulations?” Really having reliable laws and acting in 
accordance with them will spur more people to rigor- 
ously face up to the “Enterprise Law” and the “Regula- 
tions,” instead of simply treating them as “idle theo- 
rizing On paper.” 


4. Implementation of the “Regulations” should mean 
thorough and “uniform” implementation, not neces- 
sarily each level drawing up detailed rules and regula- 
tions and each industry making separate plans. While 
some cities, prefectures, counties, industries, and depart- 
ments are apparently drawing up more detailed imple- 
mentation measures, they are actually intercepting ihe 
authority devolved to enterprises by the state and the 
province, which is equivalent to adding a new level (of 
government). 


5. It will be only by rationalizing our property rights 
relations, through speeding up enterprise property-rights 
system reform, that will enable us to essentially resolve 
the problem of too much government interference, in 
order to truely give enterprises independent decision- 
making power. We should separate ownership from 
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management of state assets, establishing a new state- 
assets management system for the state, provinces, and 
municipalities. We could consider setting up a state- 
assets management company subordinate to the State 
Administration of State Property. This company would 
exercise the function of manager of state assets, running 
wholly state-owned enterprises. We might also consider 
setting up an affairs oversight council composed of 
pertinent government agencies to be specially respon- 
sible for overseeing the guaranteed-value and apprecia- 
tion of state assets 


6. We need to reorganize “company groups.” to keep 
“changed-name companies” from continuing to exercise 
government functions. The currently prevalent “press- 
gang’ -organized enterprise groups and administrative 
“changed-name companies” are a “discordant note” in 
the chorus of implementation of the “Regulations,” as 
well as an obstacle to intensified enterprise reform, 
which must be curbed or spurred to convert their func- 
tions. The experience of certain well-run enterprise 
groups should be disseminated. For instance, “No | 
Automobile” and “Anshan Steel” are mainstay enter- 
prises with good quality, high efficiency, and hotselling 
name-brand, quality, innovative, and specialty products, 
which have broken through industrial, departmental. 
and regional limits to achieve group organization com- 
bining coordinated government guidance with voluntary 
enterprise participation. Governments at all le’-~'s must 
take urgent steps to draw up regulations for organizing 
company groups, instead of acting as industrial manage- 
ment bureaus used to and administrative industrial 
companies do now, by forcing all subordinate enterprises 
to join company groups. As to those government depart- 
ments or industrial bureaus that have already “collec- 
tively dived into the sea of business” or switched track to 
a new form, we should cut their umbilical cords to their 
previously subordinate enterprises, and break their gov- 
ernment “bloodlines,” allowing them to become geunine 
economic entities that are independently accounted and 
responsible for their own profits and losses. 
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[Article by Liu Rongcang (0491 3310 3318): “Enhance- 
ment and Perfection of the Country's Fiscal Macroeco- 
nomic Regulation and Control Function”™] 


[Text] I. Recurring Themes 


The history of western market economy nations shows 
constant improvement of national macroeconomic 
administration and steady improvement of the level of 
macroeconomic regulation and controi to be recurring 
themes in the process of establishing and developing a 
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market economy. As to why this 1s so, one might say that 
such improvements are an indispensably important 
factor in, or necessary prerequisite for, both full and 
effective exercise of the market function in allocating 
resources, for conducting fair and orderly market com- 
petition, and for realizing the goal of sustained and 
Steady national economic development. It is also an 
objective requirement for straightening out the short- 
comings inherent in markets, for overcoming their mind- 
lessness and destructive character, for guiding and regu- 
larizing market activity and market conduct, and for 
safeguarding the market economy operating order. 


In this great trend of events. the sound building and 
development of a fiscal macroeconomic regulation and 
control mechanism, the gradual enhancement and per- 
fection of its regulation and control function, and the 
steady diversification and comprehensiveness with 
which control measures are applied are extremely impor- 
tant aspects or organic integral parts of the entire 
nation’s macroeconomic regulation and control system 
and its regulation and control mechanism. This ts evi- 
denced in at least four important regards. 


One is a steady expansion in the absolute scale and the 
relative amount of a nation’s fiscal revenues and expen- 
ditures. For example, the trend of government expendi- 
tures in France, Germany. Japan. Sweden, the U.K., and 
the United States shows that in 1880 the average gov- 
ern™ent expenditures (unweighted) of these nations was 
approximately 10 percent of GNP, but by 1985, they 
increased to an average 47 percent. During the past 100 
years, the percentage for Japan increased threefold. For 
Germany and the U.K., the increase was almost five 
fold. The steady expansion of the scale of revenues and 
expenditures laid the necessary financial resources foun- 
dation for gradual increase in macroeconomic regulation 
and control functions. 


Second is the steady increase in central government 
revenues as a percentage of total fiscal revenues. World 
Bank data show that during the brief 14 year period 
between 1972 and 1986 alone, central government reg- 
ular revenue as a percentage of GNP rose from 23.3 to 
36.7 percent in Italy, from 33 to 40.9 percent in France, 
from 20.7 to 25.8 percent in Australia, from 33.1 to 37.9 
percent in the U.K., from 17.6 to 19.5 percent in the 
United States, and from 32.4 to 41.! percent in Sweden. 
In addition, since the 1930s, and particularly since 
World War II, central government revenues as a per- 
centage of all fiscal revenues in western market economy 
countries has shown steady increase. In 1985, this per- 
centage reached 60.1 percent in the United States, 87.9 
percent in the U.K., 64.2 percent in Germany (West 
Germany), 73.2 percent in Sweden, and 79.1 percent in 
Australia. This provided dependable financial underpin- 
nings for central government macroeconomic economic 
regulation and control. 


Third, under a market economy system, with the gradual 
establishment of a scale of macroeconomic management, 
in which indirect regulation and control 1s uppermost, 
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the application of fiscal policy measures also made a 
gradual transition from early reliance mostly on the 
expansion of government fiscal expenditures to stimu- 
late the economy and to raise the level of employment, 
nationalization of some industries or enterprises, and the 
promulgation of various degrees to control the economy, 
to the more flexible use of taxation, fiscal subsidies, 
fiscal discounting, depreciation, government financial 
rebates, and such indirect measures to regulate the 
macroeconomy. This greatly expanded the scope of 
regulation and control, and the intensity of regulation 
and control increased with each passing day, these mea- 
sures becoming the major policy measures whereby the 
government exercised macroeconomic regulation and 
control. 


Fourth, in the macroeconomic regulation and control of 
economic aggregates (aggregate social demand), and 
even in the make-up of the economy, fiscal policy and 
other policy means—particularly the coordinated plan- 
ning of monetary policy and its completely integrated 
implementation—have increasingly become an impor- 
tant feature in macroeconomic regulation and control 
under the modern market economic system. Not only 
has this caused a very great outward expansion of the 
macroeconomic regulation and control function, but it 
has also further enhanced and uplifted the adaptability 
and effectiveness of macroeconomic regulation and con- 
trol. 


Il. The “Weakened Condition” That Merits Close 
Attention 


However, in opposition to the above recurring historical 
theme, a relative weakening trend has appeared in the 
macroeconomic regulation and control function during 
the process of economic system reform in China during 
the past several decades. A strong contrast exists between 
greater need and weakened ability to respond. One might 
say that this 1s not in keeping with the objective require- 
ment of building and perfecting the socialist market 
economy system, and it has many detrimental effects on 
sustained, steady, and coordinated development of the 
national economy. This has been manifested in the 
following several regards: 


1. Serious shortage of centralized national financial 
resources, particularly central government financial 
resources, and slow relative or commensurate growth 
that results in a lack of the financial resources needed to 
support the fiscal macroeconomic regulation and control 
function. During the past 14 years of reform, China has 
run a fiscal deficit year after year. Government's strait- 
ened circumstances are a chronic condition; the cumu- 
lative fiscal deficit snowballs; and there is little elasticity 
in revenues and expenditures. Consequently, financially, 


the governm«”' has sunk into a predicament in which it 
is finds ac’ fficult, or lacks the strength to effect 
regulation . yntrol. This contrasts sharply with the 


objective requirements of reform and development, and 
the real necessity to improve macroeconomic regulation 
and control. Over the years, China’s fiscal revenues as a 
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percentage of gross output value fell from 31.2 percent in 
1978 to 18.2 percent in 1991. Not only 1s this more than 
10 percentage points lower than the average for western 
economically developed nations, but i 1s 7 percentage 
points lower than the average for Asia's “four small 
dragons.” During the period 1978-1991, China’s GNP 
increased 5.5 fold at current prices. but actual fiscal 
revenue increased only 2.8 fold. The increase in fiscal 
revenue was nearly one fold less than economic growth. 
Related to this is the ratio between fiscal expenditures 
and GNP. which also fell from 31 percent in 1978 to 19.2 
percent in 1991. This compares with the average ratio 
(47 percent) between government expenditun’s and 
GNP in principal western market economy nations in 
1985, a difference of nearly 28 percentage points. Cen- 
tral government revenue as a percentage of total fiscal 
revenue was Only 48.6 percent in China in 1990. This 
was 9 percentage points less than the 57.6 percent of 
1981. By comparison with the average level (approxi- 
mately 60 percent) of western economically developed 
nations in recent years, this 1s a nearly 2 percentage 
point decrease. Without doubt, these circumstances are 
extremely detrimental to effective exercise of the fiscal 
macroeconomic regulation and control function in 
China. This shows up prominently in at least three ways 
(1) The relative shriveling of the size of fiscal revenues 
and expenditures has meant a great weakening of the 
extent of national fiscal regulation and control. Specifi- 
cally 1t allows less leeway for regulation and control and 
less elasticity in regulation and control. The largely 
“subsistence” fiscal pattern not only greatly limits gov- 
ernment finance itself, but also means that macroeco- 
nomic regulation and control throughout the entire 
country lacks the financial resources it needs as a foun- 
dation. (2) The lack of coordination between real 
increase in national fiscal receipts and expenditures and 
actual growth of the national economy means that the 
public support function of government finance, particu- 
larly its important role in sustaining and supporting the 
building of the nation’s basic industrial and social infra- 
structure, 1s seriously weakened as a result of the lark of 
centralized national financial resources. The funct' n of 
government finance as a “stabilizer” in economic devel- 
opment also cannot be normally exercised. Since the 
advent c/ economic system reform in China, budgeted 
government investment in capital construction as a 
percentage of state fiscal expenditures declined from 
30.1 percent in 1980 to 19.4 percent in 1991. One might 
say that this 1s an important reason for the current lack 
of public sector investment in China, and the serious lag 
in the development of basic industrial and social infra- 
structure. (3) Furthermore. because of the central gov- 
ernment’s year-after-year straitened financial circum- 
stances, and the steady increase in the fiscal deficit. a 
Situation has come about in recent years in which the 
central government “borrows money” from local govern- 
ments to make ends meet. Thus a situation has occurred 
from bottom to top in the country that goes against fiscal 
balance and that goes against macroeconomic regulation 
and control. This is very abnormal, and it ts also a 
reflection of the lack of the necessary financial resources 
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base for, and a trend toward weakening of. the nation’s 
macroeconomic fiscal regulation and control function 


2. An enterprise system and an enterprise operating 
mechanism that 1s not suited to the market economy 
system means that the microeconomic basis 1s lacking 
for enhancing and perfecting fiscal macroeconomic reg- 
ulation and control functions under current circum- 
stances. Government macroeconomic control in a 
inarket economy 1s exercised largely through economic 
tnethods, economic. legal, and administrative methods 
‘eing applied in a coordinated way comprehensively. 
and government control exercised by regulating and 
controlling the markets, the markets guiding or regu- 
lating and controlling the scale of enterprises in turn 
Therefore, in their role as direct producers and opera- 
tors. how enierprises as legal entities and the main 
players in market competition fare. and whether they can 
react sensitively to the state's macroeconomic regulation 
and control intentions and the market signals that stem 
from them form an important microeconomic founda- 
tion for the state's exercise of macroeconomic control 
This 1s also an indispensable basic condition for the 
exercise of fiscal macroeconomic regulation and control 
However, China does not yet have completely in being 
such a microeconomic foundation. The actual situation 
Suggests that the greatest problems in applying fiscal 
policy methods and the effectiveness of fiscal regulation 
and control seem to be just three: One 1s the Inmitations 
stemming from softness in the budget and credit that 


have reappeared or have newly appeared in the course of 
reform, which greatly limits and paralyzes the ability of 


fiscal policy methods to regulate the microeconomy. In 
particular, continued fiscal subsidization of state-owned 
enterprises that lose money because they are poorly 


operated. while simultaneously pursuing a policy of 


pre-tax repayment of loans result in the old 11! of state- 
owned enterprises ezting out of the large state financial! 
pot that the traditional system fostered for a long time. It 
also adds a new abuse of eating out of the national banks 
large common pot. Not only does this continue to abet or 
even intensify state-owned enterprises’ dependence on 
the government, which results in a lack of the internal 
dynamism and the external pressures needed to orient 
toward the market, operate independently. be respon- 
sible for their own profits and losses, and actively 
participate in market competition, but it also makes 
them indifferent to market signals, changes in market 
demand, and state macroeconomic regulation and con- 
trol measures. Or they may languish in a paralyzed state 
in which such matters are not substantive or do not 
require a sense of urgency. Naturally, this state of affairs 
means that the regulatory function of fiscal policy mea- 
sures cannot be reflected as it should be 1n state-owned 
enterprises. Second are certain abuses that occur in the 
process of promoting the enterprise contract responsi- 
bility system. These include various kinds of “tax con- 
tracting” that have come into existence generally during 
the past several years. and that have continued in some 
places and sectors im recent years despite repeated 
injunctions against them. As a result, taxation, which 1s 
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an extremely important economic lever of public 
finance, has become a sham, its regulatory role practi- 
cally lost as a result of “contracting.” Third, the equity 
relationship between the state and enterprises has not 
been spelled out or normalized. The state-owned assets 
administration function and operating function are 
muddled. This has weakened the ability of the state as 
the owner of assets to limit the operators’ use of these 
assets. As a result ihe need to protect and increase the 
value of state-owned assets 1s not effectively discharged 
In addition, the regulatory role of the profit lever seems 
extremely limited in state-owned enterprises 


3. The numerous distortions in the fiscal relationship 
between central government and locai government 
finance and in the fiscal system weaken the national 
government's vertical fiscal regulation and control func- 
tion and its lateral fiscal balance function. The financial 
contracting system that has been used since the advent of 
reform for apportioning revenues between the central 
government and local governments was, no doubt. a 
realistic chorce at the time tt was made. It has played an 
Outstanding and important role in moving ahead the 
entire national economy. particularly in developing the 
local economy. and in arousing the mitiative and the zeal 
of local jurisdictions. Nevertheless. it also has numerous 
defects. These defects are an important reason that the 
state cannot effectively exercise its fiscal macroeconomic 
regulation and control function. The most prominent 
problems and contradictions in this system are three: (1) 
Local fiscal contracting limits the synchronous growth of 
central government revenues and economic develop- 
ment. At the same time. it also very much limits and 
weakens the ability of central government finance to 
regulate and control local government finance and the 
local economy. (2) This system 1s prone to tlt local 
attention and economic policies toward construction 
projects that bring or can bring increased local govern- 
ment revenues. This can easily lead to situations that 
local governments see as having definite fiscal benefit, 
but that are, in the overall scheme of things, redundant 
or ill-advised construction projects. or mindless imports 
that create macroeconomic imbalance and loss of con- 
trol. (3) The way of negotiating local government fiscal 
contracting base figures. and the incessant haggling 
involved have magnified the role of noneconomic factors 
for a weakening of the normal macroeconomic control 
function. Thus. macroeconomic regulation and control 
iS extremely likely to evolve into a year-after-year nego- 
tiating battie between the central government and local 
governments. In such a system and atmosphere. not only 
is the central government's vertical fiscal regulation and 
control function very greatly inhibited, but the leeway 
has and the extent to which tt can exercise lateral 
regulation and lateral balance 1s also bound to be greatly 
weakened 


Ill. Examination of Remedies To Enhance the Fiscal 
Macroeconomic Regulation and Control Functien 


In view of the foregoing. how can the various problems 
above be gradually resolved in making the transition to a 
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socialist market economy system, and im the process of 
building and perfecting an attendant macroeconomic 
regulation and control system? How can solution to these 
problems be used as a basrs for gradually improving and 
effectively making use of the macroeconom: > regulation 
and control function of China's public finance? Although 
this question has a bearing on a large number of issues. 
and although circumstances are fairly complex. given the 
urgency of actual circumstances today, I believe that the 
following several points should be focused on trying to 
find a solution: 


(A) We must decide to turn around, as soon as possible. 
the abnormal situation in which the state's fiscal reve- 
nues as a percentage of national revenue, and the central 
government's fiscal revenues as a percentage of total 
fiscal revenues are too low, thereby providing the finan- 
cial resources needed to improve and enhance the mac- 
roeconomic regulation and control function of state 
finance 


Aithough i 1s true that the macroeconomic regulation 
and control function of public finance policy 1s deter- 
mined, 11 part, by the policy itself, e.g. the correctness of 
policy goal decisions, and the appropriateness of the 
choice and application of policy measures. nevertheless. 
both theoretically and on the basis of the large amount of 
practice of both China and foreign countnes. the deci- 
sive factor remains the state—particularly central gov- 
ernment direct close attention 10. control over. and 
ability to regulate national financial resources. In the 
absence of these conditions, macroeconomic contro! of 
the whole country. including the macroeconomic regula- 
tion and contro! function of public finance. will be 
greatly impaired and limited. The situation in China 
today in these regards. as well as the seriously adverse 
effect that the state's inability to concentrate financial 
resources occasions for the discharge of the function of 
public finance in macroeconomic regulation and control. 
provide powerful evidence of this. How can this problem 
be solved in the process of current and future economic 
system reform in China? Over the long term. the effec- 
tive strengthening of the central government's financial 
base. and proper handling of the fiscal relationship 
between the central government and local governments 
will, no doubt, have to be pursued and ultimately real- 
ized as the socialist market economy requires. Central 
and local government powers and fiscal authornty will 
have to be divided correctly. and the system for dividing 
up taxes will have to be reformed in particular. Until that 
happens, i.¢e.. during the period of transition from the 
system of dividing revenues and expenditures between 
the central and local governments and holding each 
responsible for balancing its own budget to a system for 
dividing up taxes, current realities and possibilities sug- 
gest that the following two points at least be given serious 
attention and implemented: 


1. While further straightening out the equity relationship 
between the state and enterprises. and granting and 
supporting the independent decision making authorty 
of enterprises for production and operation. vigorous 
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efforts must be made to improve state-owned enter- 
prises’ ability to make their own operating decisions and 
to be responsible for their own profits and losses. All 
possible must be done to reduce and climinate state 
subsidization of losses due to enterprises inept manage- 
ment. thereby eliminating this major national fiscal 
burden. Events during the past several years suggest that 
this measure alone can save tens of billions of yuan in 
government expenditures annually. theredy greatly alle- 
viating the state's tight fiscal situation 


2. Major efforts must be made in adopting truly effective 
decisive measures to solve the problems of enormous 
erosion of national financial resources and astounding 
losses and waste. Actual circumstances and the threat 
they pose suggest that current emphasis must be placed 
particularly on cleaning up and solving problems with 
the leaking away of financial resources in three regards 
First 1s the enormous leakage of tax revenues. Estimates 
based on a survey by the departments concerned show 
tax cheating in between SO and 60 percent of al! state- 
owned and collective enterprises in recent years. Ninety 
percent or more of individually owned and privately 
owned enterprises cheat on their taxes. Tax cheating. tax 
evasion, and arbitrary tax reductions or exemptions run 
to more than 20 percent of ta. payments. nationwide 
losses totaling approximately 50 billhhon yuan cach year 
Second is senous leaking away of profits. Numerous 
units engaged in production and sales intercept and 
divert profits through means such as excessive amort- 
zauion of costs. making fraudulent claims. and collec- 
tively dividing profits privately. They may even artufi- 
cially create paper losses resulting in a double loss for the 
State treasury. 1.¢.. losses through a reduction of the 
mcome tax money that the state should receive. and in 
the case of a state-owned enterprise, an outlay of public 
funds to make up for the losses. Third 1s the leaking away 
of public funds through drinking. dining. and traveling 
about. The State Statistical Bureau estimates that 
between 60 and 70 percent of the business of large and 
medium size hotels nationwide comes from the enter- 
tainment of guests at public expense. According to a 
conservative estimate. approximately 80 bilhon yuan 1s 
lost nathonwide each year through cating and drnking 
The amount of money used for public expenses or 
conference travel 1s also sizeable. During the Seventh 
Five-Year Plan alone. outlays for conference expenses in 
China increased an average 2! percent annually. (Foot- 
note) (Quoted from Yun Xuan [006! 6513). Hong Sheng 
[3163 3932]. and Yue Xinwen [1878 2450 2429}: “Cur- 
sory Remarks on Public Finance Leaks” printed in 
“Central Fiscal and Financial Academy Bulletin™ Issue 
3, 1993.) This ts no isolated case. In fact. the plugging of 
these leaks would not only readily solve the nation’s 
fiscal deficit problem. but 1 would provide the needed. 
or even a fairly ample. national financial resources 
foundation for improving the macroeconomic regulation 
and control functions of public finance 


(B) While broadening the scale of fiscal revenues. active 
efforts must be made to readjust and reform the nation’s 
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public finance. particularly the range and make-up of 
central government fiscal outlays. Fiscal polkcy measures 
must be examined and apphed to Ding about genuine 
umprovement of public support functrons. this improve. 
ment used to enhance the macrocconomex regulation 
and control function of national public finance 


The principal problems today suggest possible 
approaches that might be considered as follows 


1. In the fiscal budgeting of expenses realm is impreve- 
ment of the extent to which public finance 1s able to 
support the building of basic industnes and socal facil- 
mes, public finance exercising the macroeconomic regu- 
lanon and coatrol function u should exercis: i pro- 
moting sustained. steady. and coordinated development 
of the national economy. The development of basic 
industnes and the building of social facuhnes requires 
large investment, a long penod to mike a return on the 
investment, and relatively low economex returns. Conse- 
quently. us 1s the kind of investment that individuals. 
enterprises. and even some regions cannot or are 
unwilling to make. In the process of national industmal- 
iZahon, im particular. or until an economic take-off 1s 
achieved. the amount of investment needed far surpasses 
the amount of investment that 1s available. It 1s for this 
reason that the sustable or advanced development of 
basic industmes and basic social facilites im even 
country of the world is done pnmarnily with state- 
provided funds. State investment forms the backbone for 
their development. One might term this a recurnng 
histoncal theme from which no nation large or small 1s 
seemingly exempt. At the same time. this 1s also a 
common support function of public finance. It 1s a main 
component of the macroeconomic regulation and con- 
trol function of central government public finance 
Therefore. in today’s situation in China of a sermous lag 
in the development of basic industnes and basic social 
facilities. and bottlenecks in economic development that 
are becoming worse and worse, until such ume as fiscal 
system reform goals are reached. given the himuted scale 
of concentration of national financial resources. the 
make-up of fiscal expenditures must be readjusted. Sim- 
plificatnion is especially needed. vigorous efforts made to 
reduce the outlays for inflated administrative expenses 
Efforts must be made through the promotion of prnce 
reform and enterpnse system reform to reduce price 
subsidies and enterpmse loss subsidies. This can free 
some public funds for use im increasing the ability to 
maintain basic industmes and basic social facslines. hi 
can gradually turn around the sluggish situanon of 
senous imbalance in the industnal structure to ensure 
the sustained. high speed. and coordinated development 
of the national economy. This is something that must be 
done both now and over the long term to give expression 
to the state's fiscal macroeconomic regulation and con- 
trol function. It is also an important function under a 
market economy 


2. Diligent study and application of fiscal transfer pay- 
ment methods to solve vanous glaring contradictions 
existing in the nation’s socio-cconomec hfe today and in 
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the future. to cupress and implement the macrocconomx 
regulation and control of nanonal public finance. The 
reason for sungling out the problem of transfer payments 
for emphasis here is that over the long term, ie. im 
achoeving the fiscal system reform goals of a tax divmmon 
system, and a separation of taxes and profits. once the 
rano of central government revenues to total fiscal 
revenues mcreases. the fiscal transfer payments prod 
lems for areas having different economex development 
will change greath. Transfer payments will also become 
a major means wheredy the central government can use 
public finance for macrocconomx mgulanon and con- 
trol. Therefore. transfer payment methods must be dil- 
gently studied and given attentwon. Actually. “2 the 
vanous market cconomy naations of the world today 
where a system for drvading up taxes 1s a hase feature of 
the fiscal system—whether im a federal system or a 
unitary politcal svstem—this prodiem ss eypressed to 
the full. Take the satuatron m 1985. for example. 
regarding the amount of the central government's 
transier payments (assistance) to local governments. ht 
was 20.5 percent in the United States, 48.7 percent mm the 
U.K... 18.7 percent in Germany (West Germany). 6.3 
percent in France. 22.8 percent im Sweden. and 38.35 
percent i Austraha Odvwously. both im terms of han- 
dling the fiscal and economic relanonship betrecen the 
central government and local governments. and in terms 
of vertical regulation and control or lateral balance of the 
socio-coonomax development of different yurnsdactions 
central government fiscal transfer payments played a 
substanual role and had a substanual effect. Second. 
China’s preseni needs show thal studs and apphcaton of 
the transfer payments technique 1s Recessarn in a market 
economy. its urgency is expressed im two regards as 
follows: First. because of differences im histoncal eco- 
nomi development. and because of the regional eco- 
nomic uh poles pursued since the advent of reform 
and opening to the outsade workd. the differences in level 
of economia development. the depth of development. 
and the attendant fiscal revenues and expenditures im 
eastern. central. and western China have eodened with 
each passing day. This means that even while parnally 
adjusting the cxusting fiscal distnbunon relanonship 
between the central governmeni and certain junsdx- 
uions, more effective use must be made of fiscal transfer 
payment techmaues for orderly development macrocco- 
nomically of regronal cconomac coordination to regulate 
and guide overall planning of public funds. Second the 
problem of how government finance can effectively 
make transfer payments to indivedual cuuzens and use 
these transfer payments to effect macrocconomnx regu- 
lanon of socal and cconomex development while coor- 
dinating the building and strengthening of the maricet 
competion mechanism and transforming the enterpnse 
operating mechanism. and particularly how i can meet 
the objective requirements of a market cconomy. and 
sausfy the real need to establish a social securnty sysiem 
and reform the cxursting welfare system also seem increas- 
ingly promunent and important under the ace carcum- 
stances. The history and the current satuatvon im eesterm 
market cconomy countnes suggests that because of the 
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funds plus fiscal investment and loan program funds). 
Thus, not only did a “second fiscal budget,” that was 
indispensable and worthy of the name take shape, but 
the effect it had on development of the national economy 
and the position it held in state macroeconomic regula- 
tion and control became increasingly important. By 
contrast with the situation in Japan, all that is needed in 
China is a unified understanding, validation and plan- 
ning on the part of all parties from top to bottom, and the 
adoption of needed reform measures such as further 
reform and perfection of China’s existing postal savings 
system; current and future building of a matching social 
security system, development of a national credit 
system, and comprehensive planning but individual han- 
dling of the raising and use of all kinds of insurance 
monies and funds; gradual building and perfection of a 
government surety bond and government-backed loan 
system that meets the needs of a socialist market 
economy and that is consistent with China’s circum- 
stances, as well as the establishment and perfection of 
various associated financial institutions, etc. that mostly 
serve government fund raising and investment. Condi- 
tions are also fully in being for the gradual building of 
China’s “second fiscal budget” system. Because of space 
limitations, specific problems in this regard will not be 
belabored here. A special article should be devoted to 
them. In short, both in terms of current urgent needs and 
in terms of long-range strategy, and both looked at from 
the angle of solving the serious shortage of government 
construction funds and from the angle of improving the 
state’s fiscal macroeconomic regulation and control 
function, establishment of China’s “second fiscal 
budget” holds especially important significance. 


Just as national public finance is an all-encompassing 
economic problem in the reform of which numerous 
contradictions are reflected in a concentrated way, so too 
the enhancement and improvement of the macroeco- 
nomic regulation and control function of public finance 
is also a complex problem having many aspects and 
many levels. The points discussed above in this article 
are only selected ones; thus, the article is bound to be 
incomplete. 


Currency Supply Increases, Inflziion Up 


93CE0776A Hong Kong CHIU-SHIH NIEN-TAI [THE 
NINETIES] in Chinese No 7, 1 Jul 93 pp 35-37 


[Article by Liang Hsueh-ch’u (2733 1331 0443): “A Host 
of Financial Crises Are Showing Up” ] 


[Text] The sharp devaluation of the renminbi shows that 
mainland China is developing a severe economic crisis. 
The crisis is showing up as a sharply increased money 
supply, sharply lower savings, tighter bank credit, sky- 
rocketing inflation, state enterprises continuing to sus- 
tain larger losses, failed agricultural harvests, ... ... 


If it is said that improvement in a country’s economic 
Situation is reflected in a strengthening currency 
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exchange rate, then the sharp devaluation of the ren- 
minbi in early June shows instead that mainland China 
is developing a severe economic crisis. 


Foreign Exchange Reserves Stand at Only $19 Billion 


When mainland Chinese officials announced on | June 
that the foreign exchange conversion centers in all cities 
would no longer strictly control exchange rates, changing 
to free floating ones, the renminbi exchange rates at 
conversion centers in all areas quickly plummeted. 
While the official exchange rate was 5.74 yuan to the 
dollar, the rate at all conversion centers before free 
floating was 8.135 yuan to the dollar. But once the rates 
were allowed to float freely, they plummeted to 10.17 
yuan to the dollar, continuing to slide to 10.9 yuan to the 
dollar by mid-June. The general projections are that the 
devaluation of the renminbi will not stop, so that the 
exchange rate is likely to reach 14 yuan to the dollar by 
the end of 1993. 


Li Zhongzhou [2621 0112 0719], deputy director of the 
PRC Ministry of Foreign Trade and Economic Cooper- 
ation’s International Relations Department, says that 
because mainland China now actually has only $19 
billion in foreign exchange reserves, and China’s foreign 
debt tops $70 billion, the state cannot use foreign 
exchange reserves for market intervention to stop the 
renminbi devaluation. 


The Money Supply Is Up 46.2 Percent 


The causes of the devaluation of the renminbi are a 
sharply increased money supply, sharply lower savings, 
tighter credit, and skyrocketing inflation. 


While the state was able to withdraw most currency from 
circulation by spring in previous years, currency issue 
had exceeded the year’s plans before the Spring Festival 
in 1993, with only 36.5 percent being withdrawn from 
circulation. By the end of March, the money supply 
topped 450 billion renminbi, up 46.2 percent from the 
same time in 1992, setting a new record high. 


Meanwhile, savings were down sharply, dropping by 
4.48 billion renminbi from January to March. Such a 
situation had occurred before only in August 1988, the 
savings slide at that time was only 2.6 billion renminbi, 
much smaller than the current drop. 


The decrease in bank deposits and increase in with- 
drawals was caused by: 


1. Concern about furiher devaluation of the renminbi 
has caused conversion of cash into foreign currency, or 
buying of gold jewelery, furs, electronics, and expensive 
goods to protect value. In recent months, the price of 
gold jewelry per gram of gold has risen from 115 yuan to 
142 yuan. 


2. Negative bank interest rates have spurred a shift of 
Savings to investment in stocks and bonds. Taking B 
shares for instance, which are now exceptionally low in 
price, mainland shareholders are anticipating that the 
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authorities will open up B shares to domestic buyers, so 
many are hoarding U.S. dollars in preparation for buying 
B shares. 


Bank Credit Problems 


3. Banks are short of funds, so are experiencing credit 
problems. For instance, certain banks’ promissory notes 
often cannot be cashed, with banks delaying, pigeon- 
holing, or making excuses that promissory notes are 
missigned in an attempt to keep funds in banks several 
days longer. Losses incurred through delays in cashing 
money orders are particularly severe. 


A friend of mine recently received from the northeast a 
money order for 500,000 yuan in Shenzhen, where the 
Shenzhen bank claimed not to have received it for a 
whole month. Another business friend of mine tele- 
graphed from Hong Kong through a Chinese-funded 
bank a money order for $100,000 to a Beijing foreign 
trade company, which also was honored only after a 
month of repeated inquiries. 


4. Banks often refuse to make full payments on large 
withdrawals. They either make excuses about inadequate 
bank funds, or say that most recent policy does not 
permit large withdrawals, invariably doing all they can to 
delay payments. Under such conditions, people are even 
less willing to deposit money in banks. 


Bank Credit Has Been Sharply Tightened 


As 60 percent of bank credit funds come from personal 
savings, the sharp drop in savings has affected bank 
payment capability. The operations of certain state 
enterprises in particular are essentially dependent on 
bank credit. While it is estimated that state enterprises 
will need 380 billion yuan in loans in 1993, it is impos- 
sible for banks to pay many of these loans, leaving some 
state enterprises in trouble. Some factories are forced to 
stop production due to lack of funds for buying raw 
materials, with idle workers drawing only 60 percent of 
their wages. 


Bank mortgages have also been sharply tightened. Enter- 
prises with land, factory buildings, and machinery 
cannot get bank mortgages on their fixed assets. This is 
because many factories get loans and then go bankrupt 
and stop production, leaving banks unable to either 
recover loans or auction off collateral. As to certain 
nonessential real estate construction projects, while real 
estate developers have already signed contracts with 
construction companies and mortgaged their land to 
banks, banks still cannot pay the loans, so are forced to 
shelve housing construction projects. It is temporarily 
impossible for local governments to recover any of the 
money that they have spent on the three inputs (water, 
power, and roads) and one leveling (of land). 


There Are Export Orders but No Operating Funds 


Some factories with export orders cannot buy raw mate- 
rials because of uncleared old debts, so are forced to stop 
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production. For instance, while factories that produce 
graphite and metallic silicon have international market 
demand, with the price of metallic silicon up from a little 
over $800 to $900 a ton, the Guangxi Metallic Silicon 
Plant has orders but cannot produce because its power 
was cut otf due to unpaid power bills. 


While banks have tightened credit, they certainly cannot 
stint on funds for purchasing agricultural products, par- 
ticularly grain. Peasants in many areas have long grum- 
bled about not being able to raise their living standards 
due to consumer goods price rises and stalled agricul- 
tural product purchasing prices, with some places (such 
as Sichuan) experiencing collective peasant outbursts. 
Despite the tightening, banks cannot stint on payments 
to peasants, so are forced to print more money. It is 
understood that Beijing money-printing plants are most 
busy, unable to meet demand despite working round the 
clock. 


Skyrocketing Inflation Is Bringing Another Round of 
Panic-Buying 


Affected by the sharply increased money supply and the 
devaluation of the renminbi, mainland China has been 
experiencing skyrocketing inflation in 1993. In the first 
quarter of 1993, the cost of living price index for 35 large 
cities was up 15.7 percent over the same period in 1992, 
including consumer goods retail prices being up 13.3 
percent, and service prices up the most at 36.1 percent. 


This inflationary pressure is bringing another round of 
lower savings and panic buying. 


Higher Interest Rates Have Not Had Much Stimulative 
Impact 


On 5 May, the People’s Bank of China [PBC] announced 
that it was raising savings and loan interest rates. All 
deposit interest rates were raised from their current base 
an average of 1.19 percent, including individual and unit 
fixed-term deposit interest rates up an average of 2.18 
percent, and all loan interest rates up an average of 0.82 
percent. 


PBC Projection Analysis Office Director Jiang Weiyun 
[1203 4850 0193] says that: This raising of interest rates 
was directed only at savings deposits, on which the state 
will pay 15 billion yuan more, but does not include an 
increase in treasury bill interest rates. But in relation to 
the 15.7-percent infiation rate, bank savings still pay 
negative interest, so that this increase will not have much 
impact as far as attracting deposits. Current public 
fundraising capacity is too high (with many adopting 
high-interest fundraising, in some cases as high as 30 
percent annual interest), a 2.18-percent interest rate 
increase will not attract despositors, particularly in large 
coastal cities. I hold that “it will be only by stopping up 
these fundraising channels, to make savings the only 
currency-investment channel, that will enable interest 
rates to effectively control the money supply by with- 
drawing currency from circulation.” 
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But some economics academics hold that: Stopping up 
fundraising channels will not do, with the right ways 
being to raise the interest rates on foreign currency 
deposits in mainland Chinese banks, and to allow B 
shares access to the mainland market, particularly to 
speed up economic reform, by making major investors 
accept investment risks, and allowing the banking 
system to undergo sharp changes. 


A Crisis Is on the Verge of Breaking Out 


In general, mainland China’s current financial crisis 
grew out of 1992's real estate and stock fevers. Public 
fundraising lured away deposits, bank credit was eased 
and then tightened just as urgently, building material 
price rises affected overall inflation, and state enterprises 
continued to sustain more losses (it is understood that 80 
percent of state enterprises are losing propositions) due 
to the ever-increasing burden of retired employees, 
leaving the state without the necessary funds in all areas. 
In addition, 1993's flood and drought disasters have 
impacted the summer harvest, with yields down on 60 
percent of cultivated land in the south, and conditions 
poor in the north, all having a sharp impact on ine rural 
economy. So mainland China’s economic crisis may 
certainly be triggered at any moment. 


INDUSTRY 


XIAOFEI SHIBAO Alleges Fake, Shoddy 
Foreign Goods 


93CE0778A Beijing XIAOFEI SHIBAO in Chinese 
19 Jul 93 p 2 


[Article by Liang Ruiwen (2733 3843 2429): “Foreigners 
Also Know How To Cheat; Foreign Goods Also Include 
Shoddy Products”’] 


[Text] In the past two years, with the media playing an 
activist role, mumerous exposes of fake and shoddy 
consumer goods have come to light. As a result, many 
people are losing faith in Chinese products. On the other 
hand, the handsome packaging, alleged fine quality and 
reliability of some international brand-name products 
have gained increasing favors among Chinese consumers 
who seem to think that just because they are imported 
the products must be good. What they do not realize is 
that incidents of consumers being cheated have also 
becoe increasingly common. 


Government departments in charge of commodity 
inspection and quality control are well aware of the 
headaches and difficulties their personnel have encoun- 
tered; from the inspection case files of recent years, one 
can see that instances of fake and shoddy foreign goods 
are equally shocking whether they are daily consumer 
products or imported equipment and materials. 


“Foreign” Air Conditioners Scored Zero in Inspection 


In the third quarter of 1992, the State Quality Control 
and Inspection Department selected from seven trading 
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companies 16 air conditioners of different manufac- 
turers for inspection; not one was found acceptable, and 
none was issued China’s import permit. 


“Foreign” Cereal, Grain and Edible Oil Products Not 
Necessarily Pleasing to Consumers 


Of the 755 tons of wheat, barley and wheat flour 
imporied through the Dalian port, 171 tons or 10.6 
percent failed to pass inspection; of the 95,506 tons of 
imported edible oil, 23,369 tons or 24 percent of the total 
amount imported did not pass inspection. 


There was a case of unchecked imports of large quanti- 
ties of inferior cocoa powder through China's commer- 
cial ports, and its sales drastically affected the price of 
the fine quality chocolate powder produced by some of 
China’s own manufacturers. 


“Foreign” Cosmetic Products Are Not Liked by All Users 


The Zhejiang Commodity Inspection Bureau and other 
concerned units carried out spot inspections of imported 
cosmetic products sold in the Hangzhou market, after 
examining | ,500 items on the basis of hygiene and health 
criteria, they discovered many “foreign” cosmetic prod- 
ucts contain excessive toxic chemicals. The “Luoshi 
powder” made in Korea contains lead that exceeds the 
standard 23 fold; the specified water content in the 
“Bailaohui” brand from France and the “Gold Brand” 
methanol from Finland exceeded the standard nine fold. 
Based on examination of records of the Commodity 
Inspection Bureau, 23.3 percent of the imported cos- 
metic products were fake. 


“Foreigners” Also Manufacture Fake Drugs That Cause 
Great Losses in the Third World 


The following occurred in Shanghai: among the western 
medicine and materials for western drugs imported in 
one half-year period, shoddy products accounted for 25 
percent of total imports with a value of about $6 million. 
According to World Health Organization statistics, fake 
drugs produced in one year accounted for 5 percent of 
the world’s total drug production with a value of $17 
billion. According to studies, over 50 percent of the fake 
drugs were produced in developed countries, and 70 
percent of these drugs exported to developing countries. 


Damaged, Inferior and Incomplete Imports of “Foreign” 
Automobile and Parts Make One Sick at Heart 


China’s Northern Industrial Company imported in 
December, 1990 and May, 199! two separate shipments 
of automobile parts from Germany's Mercedez Benz, 
with an estimated total value of $5.147 million. After 
inspection by the Baotou Commodity Inspection Bureau 
personnel, it was discovered that many of the parts in the 
chassis were rusted, some of the rusted gears were 
jammed, and the chassis could not be put to normal use. 
In March 1991, the Northeast Branch Office of the 
China Automobile Trading Company imported from 
Germany 245 W-SOL trucks; of the 35 trucks selected for 
inspection at the Dalian Automobile Inspection Station, 
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32 of them failed, a failure rate of 90 percent, and of 
these, 29 trucks flunked the braking test. Last year, 9,001 
vehicles with a value of close to $100 million were 
imported through Jilin and Huichun ports. Upon inspec- 
tion, the Jilin Commodity Inspection Bureau discovered 
they had serious quality problems. Russian and Czech 
automobiles transhipped through Korea showed serious 
damages and spare part losses. The branch office of 
Yanbian Import Company imported 42 T815-2 dump 
trucks, and found that some of their tires were retreads 
and that some Kamasi-55111 dump trucks already had 
2000-3000 km of usage, some with spare parts missing, 
and individual vehicles were found to have been 
repaired after crashes. 


“Foreign” Machine Tools Do Not Operate Properly on 
Inspection 


In 1991, the State Machine Tool Quality Control and 
Inspection Center checked on 24 units of imported 
machine tool worth renminbi 35 million; after setup and 
test operation, only two units were found accepted, an 
acceptance rate of 8.3 percent. On the second trial test 
after repair and adjustment, eight more units passed 
inspection, a pass rate of 33.3 percent; but 14 units or 58 
percent failed to pass even after further repair and 
retesting. Among the machine tool units that failed 
inspection, 71.4 percent failed because precision was not 
up to contract specifications. Among the 14 units 
rejected, four were from Germany, two from the United 
States, five from Switzerland, two from Italy and one 
from Japan. 


“Foreign” Electric Cable Useless 


In 1989-1990, a 500,000 volt transformer substation 
project was being built from the Tiansheng Bridge in 
Guangxi Province connecting to Guangzhou, and 7,300 
tons of electric cable with a value of $142.3 million were 
purchased from a certain Japanese company. When the 
materials were delivered and inspected, it was found that 
the aluminum wiring of the resistor was too slanted, the 
anti-roll capacity of copper wiring was below par, the 
weight of zinc-plated layers was insufficient and the 
anti-twisting strength of electric cable not up to contract 
specifications. The purchaser therefore returned the 
entire shipment of materials to the vendor. 


“Foreign” Scrap Copper With Only 4.6 Percent Copper 
Content 


A certain metallurgy company in Australia sold to China 
three shipments of scrap copper totalling 578 tons, and 
the contract specified the copper content to be 62 per- 
cent, 81 percent and 96 percent respectively. Com- 
modity inspection certified however that the copper 
content in all three shipments was only 4.6 percent, 
consisting of base and casing of broken electric appli- 
ances, and the result was an economic loss of over $1.2 
million. 


“Foreign” Instruments Unboxed, Turn Out To Be Bricks 


In 1991, the Tianjin Automation Bearing Factory 
imported from the United Kingdom a “Wire Video 
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System,” in one of the crates received were four bricks 
instead of a compuier; in another crate, a slap of cement 
and half a brick took the piace of an inspection monitor. 
In 1991, a Chinese government department joiniiy with 
a Germany company established a plant disease preven- 
tion and quarantine station, with the foreign partner 
supplying the instruments and facilities. Among these 
was a shipment of video equipment, but when the 
Shenyang Commodity Inspection Bureau opened the 
crate, they found a cement block was substituted for a 
video recorder, and a pile of earth replaced a video 
editing machine. 


“Foreign” Resin Turned Out To Be Scrap and Trash 


A 46 ton shipment of polyethylene membrane produced 
in the United States and transhipped through Hong 
Kong went through several middlemen. When the nine 
crate shipment was examined by the Commodity Inspec- 
tion Bureau, seven of them contained leftover bits and 
pieces, resin plastic scrap, stained membrane, while two 
of the crates contained smelly, worm-infested resin trash. 


“Foreign” Fish Powder From Leather, Shells and Tree 
Bark 


In July 1991, a Hainan Province company signed a 
contract with a Hong Kong company to import 240 tons 
of Brazilian fish powder worth $156,000. The Hainan 
Commodity Inspection Bureau found that the shipment 
did not contain fish powder, but bits and pieces of scrap 
from leather manufacturing, ground into powder, mixed 
with animal oil, dirt and ground up tree bark and shells. 
The poisonous content of this shipment exceeded 
China’s safe drinking water standard by 310,000 times. 


There are many more such incidents of shoddy products, 
irresponsibly produced or marketed as real goods, inci- 
dents of cheating both in number and quantity, etc.; 
outlined abeve is but a sampling of the fake and shoddy 
foreign goods. 


in recent years, the value of imported goods returned for 
compensation or damages exceeded $100 million every 
year. What should be pointed out is that not all the fake 
and shoddy goods could be uncovered by the inspection 
process; some companies and factories fail to report their 
imports or delay in submitting the imports for inspec- 
tion, and they therefore lose the opportunity to seck 
redress for losses that they otherwise may be able to 
recover. 


SMALL-SCALE ENTERPRISES 


Township Enterprise Development in Henan 


93CE0744A Beijing JINGJI RIBAO in Chinese 
6 Jun 93 p 2 


[Article by Tang Guozhong (0781 0948 1813) and Liu 
Haifa (0491 3189 3127): “How Is Henan Developing 
Township Enterprises?”’] 
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[Text] Henan is a large landlocked agricultural province 
with over 70 million people living in rural areas. In 
recent years, the Henan provincial party committee and 
the Henan government drew on the successful experi- 
ence of local areas and other parts of China, considered 
township enterprises as the point of breakthrough in the 
development of the rural economy while continuing to 
strengthen the foundation of agriculture, and enabled 
township enterprises to make faster strides. In 1992, the 
total output value of township enterprises reached | 20 
billion yuan, an increase of 41.8 percent over the pre- 
vious year, fifth highest in the nation, and first among 
midwestern provinces to break the record of 100 billion 
yuan. Currently the total output value of township 
enterprises account for about 70 percent of total social 
output value of rural areas, the suplus labor absorbed by 
township enterprises account for 28 percent of total rural 
labor, and over 40 percent of the increase in per-capita 
net rural income (including productive labor income) 
comes from township enterprises. Henan Province’s 
main measures for developing township enterprises are 
as follows: 


1. Emancipate Thinking, Adopt New Ideas, and Reso- 
lutely Regard the Development of Township Enterprises 
as a Key Strategy for Revitalizing Henan’s Economy 


In recent years, through analysis of Henan’s situations 
and comparison with developed provinces, the Henan 
provincial party committee and the Henan government 
looked for causes for the slow development of Henan’s 
economy and reached an unanimous conclusion: A sig- 
nificant gap between Henan and developed areas is 
township enterprises. To revitalize the rural economy, 
potential, staying power, and hope all lie in township 
enterprises. The provincial party committee and govern- 
ment clearly stated that under the precondition of 
steadily developing agriculture, we should regard the 
development of township enterprises as the focal point 
of strategy for economic work. The provincial party 
committee clearly stated that we must be firm in devel- 
oping township enterprises and the development should 
be as fast as possible as long as it passes the efficiency 
test. The provincial party committee issued six docu- 
ments one after another, including “Several Rules and 
Regulations on Accelerating the Development of Town- 
ship Enterprises,” to solve difficulties, settle disputes, 
and create a lenient environment for township enter- 
prises. From !989 to 1992, the annual output value of 
townsh'p enterprises in Henan increased from 39.6 
billion yuan to 120 billion yuan, an increase of 2.5-fold 
in four years. 


2. Suit Measures to Local Conditions, Classify Instruc- 
tions, and Find a Development Idea Suitable for 
Henan’s Reality 


Regarding a development strategy, one is to focus energy 
on a group of strong counties, townships (towns), vil- 
lages, and enterprises. Henan has been directly involved 
in 18 special pilot counties. Regarding the above- 
mentioned “four strong’s,” the province offers major 
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support in credit, energy, and supplies, implements a 
slanted policy, and enables them to develop from a high 
starting point and at a high rate of speed. Last year alone, 
over 1,000 new enterprises had more than | million yuan 
of investment. By the end of 1992, the province had four 
cities, Zhengzhou, Jiaozuo, Xin Xiang, Luoyang, whose 
Output value was over 10 billion yuan, 14 counties 
(cities) whose output value was over 2 billion yuan, and 
366 townships (towns) whose output value was over 100 
million yuan. The second development strategy is to 
conscientiously grasp the starting work in areas with a 
poor foundation. While striving to increase the com- 
modity awareness of peasants, Henan has vigorously 
popularized the measure of Zhenping County: “start 
from individuals, make a breakthrough with the share- 
holding system, develop in small areas, and operate on a 
large scale.” It encourages and supports talented rural 
people and party officials to take the lead in running 
enterprises. They may follow local or foreign experi- 
ences. They may operate on a small or large scale. They 
are encouraged to do whatever is easy to get started. 


With regard to the industrial structure and product mix 
of township enterprises, Henan persists in guidance by 
market, vigorously develops superior industries and 
products, and has formed a preliminary network of five 
pillar industries: processing of farm and sideline prod- 
ucts, mining and processing of mineral products, 
building materials, machine-building, and production of 
industrial ari products. The flatland farming area con- 
centrates mainly on the word, agriculture. It vigorously 
develops the processing industry of farm and sideline 
products and practices the integration of planting, 
breeding, and processing, the coordination of trade, 
industry, and agriculture, and the multi-level transfer to 
increase the value of products. The mountainous area in 
Western Henan vigorously develops the mining and 
processing of mineral products with annual output value 
reaching 16.2 billion yuan in 1992. City suburbs vigor- 
ously develop the tertiary industry and processing indus- 
tries that serve urban industries. In light of its salient 
features of large population and abundent labor, Henan 
also pays attention to the development of labor-intensive 
industries such as construction, embroidery, carpet, 
yarn, and handicraft, trying to shift as much surplus 
rural labor as possible. The number of rural people 
engaged in construction has reached 1.94 million and 
their output value, 17.1 billion yuan. 


3. Vigorously Develop Share-holding Cooperative Enter- 
prises and Explore New Mechanisms To Accelerate the 
Development of Township Enterprises 


In recent years, township enterprises have encountered 
some new problems in the course of development: First, 
many individual and private enterprises have begun to 
show that their forces are insufficient and that their 
ability to contend with market risk is low. Second, many 
township and village collective enterprises suffer from 
too much administrative intervention. As a result, pre- 
vious vitality has been weakened, input appears to be 
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inadequate, and there is no staying power for develop- 
ment. Third, some localities have “upgraded” the own- 
ership of township enterprises, namely changing indi- 
vidual to collective ownership, and small collective to 
large collective. The higher the grade, the less the vitality 
and the lower the economic returns. In view of this 
situation, Henan summed up and popularized the expe- 
rience of Mi County and Ruzhou City in vigorously 
promoting share-holding cooperative enterprises among 
peasants. New enterprises are guided and encouraged to 
implement the share-holding cooperative system. 
Existing village and township collective enterprises are 
guided to carry out transformation into the share- 
holding cooperative system. Individual and joint- 
household enterprises are guided to adopt an interim 
measure to eventually switch to the share-holding coop- 
erative system. All this has enabled share-holding coop- 
erative enterprises to develop rapidly, by leaps and 
bounds especially since last year. Currently there are 
over 100,000 share-holding cooperative enterprises in 
the forms of transformed collective enterprises, new 
collectively-funded enterprises, evolution from indi- 
vidual and joint-household enterprises, and bi-level 
management combination, etc. The annual output value 
of these enterprises was 15 million yuan. In 1992 alone, 
they absorbed 2.4 billion yuan worth of shares from 
peasants. Practice has proven that a rural share-holding 
cooperative system can properly reso!ve the problems in 
township enterprise development. First, it can help turn 
consumer and idle funds into production funds and 
effectively alleviate the shortage of funds in township 
enterprise development. Second, it can help change the 
management system and operational mechanism of 
township enterprises, reducing administrative interven- 
tion, and enforcing the decision-making power of enter- 
prises. Third, it can help the rational circulation and 
gathering within a fairly large scope of major productive 
factors such as funds, labor, technology, site, and equip- 
ment, to achieve economy of scale. It suits the level of 
development of productive forces in most rural areas of 
Henan, is very popular among peasants, and has become 
the liveliest and fastest developing form of organization 
for township enterprises. 


4. Rely on Scientific and Technological Progress To 
Improve the Quality of Enterprises 


In the past few years, Henan has paid special attention to 
gradually switching the development of township enter- 
prises to reliance on scientific and technological progress 
and improvement of labor quality, enabling enterprises 
to improve quality, grade, and level in the course of 
development. Township enterprises of Henan Province 
have hired over 50,000 various types of local and outside 
scientific and technological managers and provided pre- 
liminary professional training for over 2 million 
employees of township and village collective enterprises. 
Henan also encourages and assists township enterprises 
to vigorously carry out technological transformation and 
import advanced equipment and technology. In 1992 
alone, 3,354 units started technological transformation 
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projects and 200 more enterprises obtained “three cap- 
ital sources.” Each year Henan selects a number of 
advanced and useful scientific and technological 
achievements to be popularized among township enter- 
prises. In light of the implementation of the Spark Plan, 
Henan has established a group of scientific and techno- 
logical demonstration enterprises. It has also helped a 
number of enterprises whose output value is over 10 
million yuan to set up scientific research organizations, 
make great efforts to solve the technological problem in 
the development of new products, vigorously develop 
name-brand and superior products, high added value 
products, and hot-selling product«, and strive to raise the 
grade and technological content of products. 


5. Vigorously Develop Small Industrial Zones and 
Enable the Development of Township Enterprises To 
Properly Concentrate in Adjacent Areas. 


In the initial stage of development of township enter- 
prises in Henan, villages and individual groups operated 
independently and on a small scale. Their operations 
were overly scattered. Not only was the cost of invest- 
ment high for infrastructure including water, energy, 
transportation, and communication, it was also difficult 
to achieve economy of scale. To change this situation, 
Henan vigorously created conditions in recent years and 
guided township enterprises to take the new road of 
concentrated and continuous development. The main 
practice is to regard back-bone enterprises, specialized 
markets, vital communications lines, and small market 
towns as bases and take into close consideration the 
small prosperous village construction plan and township 
and village zoning plans while making unified plans for 
building small industrial zones and find unified solu- 
tions for plant site, transportation, electricity, commu- 
nications, market, culture and entertainment, and other 
living facilities. Henan has built over 30 small industrial 
zones which are of a definite scale. Some 200 zones have 
taken an embryonic form. For instance, in a 10- 
kilometer long strip along the Taihang mountain in 
Qinyang City, a small fiber glass industrial zone formed 
by some 200 enterprises has become one of the three 
major fiber glass production areas in the nation. With 
annual output value reaching 400 million yuan, this 
industrial zone has been selected by the State Commis- 
sion of Science and Technology to be a scientific and 
technological experiment area for the Spark Plan. A 
small auto part processing industrial zone, formed by 
Yaochun Township of Lin County on the basis of 
Shijiahe and Dingjiao, two automobile part plants whose 
annual output value is close to 100 million yuan, has 
been named by the China General Automobile Company 
as an auto part processing base. 


6. Strengthen Leadership, Do a Down-to-earth Job, and 
Guarantee the Sound Development of Township Enter- 
prises 


a. Strengthen macroeconomic guidance to avoid blind- 
ness. Henan has organized the departments concerned to 
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promptly publish industrial policies and market infor- 
mation, recommend projects, offer consultation services, 
assist the masses in project evaluation, and increase the 
success rate and investment returns of projects. 


b. Formulate policies and solve difficulties. Since the 
major problem encountered by township enterprises in 
the course of development is fund shortages, Henan has 
adopted various measures to open up avenues for fund- 
raising. 


c. Stress speed and enforcement. To avoid overempha- 
sizing the pursuit of output value, the Henan provincial 
party committee and the Henan government stipulated 
that the circulation taxes and the accumulation and 
appreciation of fixed assets of township enterprises be 
included as reference indexes when compiling statistics. 


Although Henan’s township enterprises have made sub- 
stantial development in recent years, they are still at a 
fairiy low level compared to developed areas. Its per- 
capita occupation is still lower than the national average. 
Some enterprises are of a small scale, poor quality, and 
low management level. Their products are of low grade 
and not competitive on the market. Henan is determined 
to seize the opportunity, and on the basis of “driving 
with multiple wheels and operating on multiple tracks,” 
regard the development of rural share-holding coopera- 
tive enterprises as the point of breakthrough for town- 
ship enterprises to ascend another new step, and strive to 
break the record of 200 billion yuan of total output value 
by the end of the Eighth Five-Year Plan. 


Strategy To Develop Liaoning Township 
Enterprises 

93CE0791A Shenyang LIAONING JINGJI RIBAO 
in Chinese 12 Jul 93 p 1 


[Article by Feng Jing (7458 7234): “Township Enterprise 
Development Is the Breakthrough to the Second Under- 
taking”’] 


[Text] On 10 July, the provincial township enterprise 
work conference was convened in Chaoyang. The pur- 
pose of this conference was to analyze the new condi- 
tions facing our township enterprises, to establish clear 
development targets, to mobilize the province from top 
to bottom, to further liberate thinking, to unify under- 
standing make accelerated development of lagging 
areas a new point of breakthrough, and to rapidly propel 
township enterprises throughout the province to a new 
level. 


Vice provincial governor Xiao Zuofu [5135 0155 4395] 
chaired the conference, provincial governor Yue Qifeng 
[14711 1477 1496] made the keynote speech, and vice- 
chairman Li Jun [2621 6511] of the provincial people's 
congress, vice-chairman Yue Weichun [1471 4850 2504) 
of the provincial People’s Political Consultative Confer- 
ence, and responsible comrades from subordinate city 
and country offices and bureaus were among the 150- 
plus persons in attendance at the conference. 


ECONOMIC 31 


In his speech, Yu Qifeng emphatically pointed out that 
economic construction throughout the province has con- 
tinued to maintain fairly nice growth this year, given the 
province-wide reform intensification, the expanded 
opening up, and the active efforts at moving forward 
with the second undertaking. As the most critical eco- 
nomic growth point in province-wide economic develop- 
ment, township enterprises have enjoyed increasingly 
accelerated steps toward growth, and their role in the 
national economy has grown increasingly noticeable. 


Township enterprise development not only enriches the 
village economies, but it also promotes province-wide 
economic growth, heightened results, and mix adjust- 
ments. Last year, the net increase in the gross provincial 
product was 63.9 billion yuan, 48 percent of which was 
due to increased output from township enterprises. 
Township enterprise output value accounts for 78.4 
percent of the province-wide gross village product. 
Township enterprise industrial production accounts for 
25.8 percent of the provincial gross industrial product. 
Industry and commerce tax revenues grew 3.4 percent 
province-wide, while township enterprise industry and 
commerce tax revenues grew eight percent, or 4.6 per- 
cent more than the provincial increase. At the same time, 
township enterprises mainly concentrate on intensive 
processing of basic products, they are geared to earning 
foreign exchange through exports to international mar- 
kets, and they provide agricultural funds in support of 
“two highs and one superior” agriculture and village 
construciton. These factors and others have exerted a 
positive influence. Township enterprise development 
has led to an improved standard of living. Last year, 
farmer per-capita net income province-wide was 955 
yuan. Nearly 400 yuan of this income came from town- 
ship enterprises. Today, township enterprises continue 
to help sustain rapid industrial growth throughout the 
province. In the first half of the year, the gross provincial 
industrial product grew 22.8 percent beyond the pre- 
vious year’s level during the same period. If we subtract 
the efforts of the villages and townships, this growth level 
would only be 9.7 percent. Looking at township enter- 
prise growth in Liaoning, things are not bad, we might 
even say they are looking good, yet serious challenges 
remain. 


Yue Qifeng said that aggressive growth is apparent 
throughout the country. In 1992, the gross output value 
of Liaoning’s township enterprises ranked eighth among 
cities nationwide. The pace has further accelerated in 
advanced provinces that outrank Liaoning, and they 
show a tendency to pull even further away. For example, 
the gross output value last year of township enterprises 
in Jiangsu and Shandong was 220 percent and 170 
percent greater respectively than that of Liaoning’s 
township enterprises, while their growth rates exceeded 
ours by 16 percent and 3.1 percent respectively. Shan- 
dong’s township enterprises had a gross output value last 
year of 232 billion yuan that ranked second in the 
nation, and they had a growth rate of 58.1 percent that 
ranked fifth in the nation. In the next three years they 
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will enjoy net increases of 90 billion yuan annually. We 
will be hard put to beat this growth pace. While such 
provinces as Anhui and Fujian rark behind us with 
lower gross Output values in absolute numbers, their 
growth momentum easily outstrips ours. Nationwide, 
development is astonishingly rapid. Today, Liaoning is 
being pulled from the top and pusied from below in 
pincer-like competition. 


Yue Qifeng said that, within our »rovince, regional 
growth is heavily imbalanced. The gr 3s output value of 
township enterprises in 14 cities, including the three 
rapidly developing cities of Shenyang, Dalian, and Ans- 
han, accounts for 60.5 percent of the provincial total, 
while that of 11 other cities accounts for nearly 40 
percent. There are 77 counties (districts) in Lioaning, 10 
of which have township enterprise output values of over 
two billion yuan. The highest production value, 8.5 
billion yuan, comes from the Dalian Ganjingzi region, 
accounting for 10 percent of the provincial total. There 
are 51 districts with production values of one billion 
yuan or less, 26 of which have values of 300 million or 
less. Some counties produce only double digit millions of 
yuan, and these sizeable inter-regional disparities are 
cause for great concern. Also, enormous disparities exist 
in the areas of township enterprise management exper- 
tise, product quality, and economic results. 


Yue Qifeng says that our provincial government has 
decided to pick 27 counties (districts) from among those 
counties (districts) with lagging township enterprise 
development, marking them as developmentally- 
challenged regions, extending to them key assistance, 
and speeding up their growth, so that inter-regional 
growth disparities can be lessened and overall levels in 
Liaoning can be increased. Otherwise, the long-standing 
failure of these counties (districts) to get off of the 
ground economically will not only hinder our efforts to 
approach the goal of making everyone comfortably situ- 
ated, but it could even affect political stability and social! 
order. Governor Yue stressed that this is a critical issue. 
Things may be fine now, but optimism is unwarranted. 


Yue Qifeng pointed out that village and township enter- 
prises have not received priority treatment in China for 
some time because there are so many large- and medium- 
sized state-owned enterprises, because of the urgency of 
mandated plans, and because of the proportionally large 
city populations. Subjectively speaking, steadfastness 
and persistence have been lacking in policies that deal 
with township enterprise development, while policy fluc- 
tuation and flip-flopping has happened more than once. 
As a result, township enterprises in Liaoning have gotten 
off to a late start and have grown slowly. Actual thinking 
and actual work show us that the problem lies in insuf- 
ficient understanding of the position and role of town- 
ship enterprises. Exclusively emphasizing objective con- 
ditions, we find that there is a good deal of “sitting 
around, depending on others, and making demands.” 
Also, certain policies created by the government to 
support township enterprise development have not 
played the role that was expected of them. It is a hard 
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and fast truth that economic construction ts a key item of 
development. Yet, this concept has not been unani- 
mously acknowledged in some departments, the actions 
of which lack coordinated unanimity. Looking at overall 
arrangements, not enough energy has been expended to 
accelerate development in backward areas. 


Governor Yue also stressed that we must go all out to 
develop township enterprises, that this is a requirement 
for attaining the goals of establishing a peculiarly Chi- 
nese form of socialism and achieving an overall level of 
relative wealth, and that it is an important element in 
our “second undertaking.” Also, he said that it is a 
strategic measure that will restore Liaoning’s prestige. In 
recent years, and in particular since last year, the acce!- 
erated development of township enterprises, together 
with the expanded scale of basic national construction 
and the impetus from greater market demand, has given 
nice, rapid developmental momentum to our economy, 
just as it has for that of the entire nation. Yet, structural 
contradictions have not been fundamentally resolved, 
and for this reason, recent state policy decisions about 
macroscopic adjustment and control still have had little 
effect on our economic development, while fund short- 
ages have become even more pronounced. If we are to 
suddenly boost the amount of “three-way debt” and deal 
with this situation, then we must accelerate enterprise 
reform, transformation, and ajustment, and do good 
work in the areas of developing both large- and medium- 
sized enterprises, township enterprises, and individual 
and private economies. In particular, we must succeed at 
the technological transformation of older enterprises by 
opening wider to the outside world. Moreover, it 1s 
important that we set out based on Liaoning’s actual 
conditions, and organize certain enterprises toward 
becoming potent enterprise blocs, toward engagement in 
foreign trade, toward activity in areas with nice market 
development, and toward the world. We must uncover 
new paths via these “four drawing towards.”’ Make wise 
and active use of limited funds, earnestly develop a batch 
of township enterprises, cultivate a group of new eco- 
nomic growth points, strengthen the ability of Liaoning’s 
economy to withstand changes in the macroscopic envi- 
ronment, reduce the effects of macroscopic control mea- 
sures, and avoid major fluctuations in the development 
of Liaoning’s economy. These are urgent missions that 
now confront us. 


Yue Qifeng stressed that the program that will take our 
economy to a new level has already been formulated. By 
the end of the Eighth Five-Year Plan, the gross output 
value of Liaoning’s township enterprises will hit 200 
billion yuan, and we will strive to hit 240 billion yuan. 
Current development and changes have led to an addi- 
tional item: while continuing to work on all fronts for the 
early attainment of the “221” project, we will use this 
foundation to smoothly implement the “111” project. 
That is, by the end of the Eighth Five-Year Plan, the 
gross output value of Liaoning’s township enterprises 
will look like this: 10 counties (districts) will surpass four 
billion yuan, two of which will surpass 10 billion yuan, 
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10 townships will exceed one billion yuan, five of which 
will exceed two billion yuan, and 100 villages will exceed 
100 million yuan, 20 of which will exceed 200 million 
yuan. We must quicken steps toward development of 
lagging regions. In the 27 counties (districts) that are 
developmentally lagging, the township enterprise gross 
Output value must grow to a level that is higher than the 
provincial average. 


AGRICULTURE 


Financial Experts Comment on IOU Problems 


93CE0760A Beijing JINGJI CANKAO BAO in Chinese 
30 Jun 93 p 2 


[Article by Tan Zuosheng (6009 4373 0524): “Has the 
Handing Out of IOUs Been Stopped or Not?”} 


[Text] As the summer harvest nears, governments in all 
areas have been publishing documents on lightening 
peasant burdens, and working with the banking sector to 
adjust fund shortages to ensure that IOUs are not issued 
again this year. On a recent visit to Liuzhou, Guangxi, I 
interviewed banking-sector officials, who described the 
causes of and remedies for this serious and longstanding 
IOU problem. 


They first described the reasons for IOUs. 


1. A key reason for the issuing of IOUs is that farm and 
sideline product consumer units do not pay promptly. 
The current explanation is that [OUs are bills signed in 
acknowledgement of debt by farm and sideline product 
purchasing units that do not have the funds to pay 
peasants in cash, as a form of showing the creditor- 
debtor relationship between peasants and purchasing 
units. The rationale is that while payment to peasants in 
cash for farm products purchased by purchasing units is 
perfectly justified, the reality is often that when pur- 
chasing units resell farm products to consumer units, the 
consumer units do not pay promptly, and the banking 
sector cannot provide unlimited funds, forcing pur- 
chasing units to issue [OUs to peasants. 


By the end of May 1993, Liuzhou’s 10 sugar refineries 
still had 30 million yuan in uncollectable sugar pay- 
ments. Many of the IOUs cashed in Guangxi around the 
time of the 1993 Spring Festival were for payments that 
farm and sideline product consumer units had not made 
in previous years. 


2. Another key reason for the 1OUs is that the banking 
sector is unable to honor grain cost subsidies. Financial 
subsidies that are not funded put the squeeze on bank 
credit funds, with the banking sector's stopping of loans 
according to documents forcing grain departments to 
issue IOUs to peasants, and local financial difficulties 
also making it likely that such crises will arise at any 
time. For instance, while Guangxi’s Xincheng County 
has annual revenues of only 18 million yuan, its yearly 
expenses are 2! million yuan, leaving its deficit spending 
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to be made up out of the grain cost subsidies allocated by 
the higher-level revenue sector, which affects the grain 
sector's purchasing funds. 


By the end of 1992, all counties in Liuzhou’s prefectures 
and cities still had 66 million yuan in misappropriated 
grain cost subsidies. Despite the authorities’ repeated 
orders that subsidies must be paid, this figure had risen 
to 72 million yuan by the end of March 1993. So without 
the banking sector's funding cushion, IOUs will have to 
be issued again. 


3. In some southern provinces and autonomous regions, 
sugarcane remains the key source of peasant income. 
Since sugar prices were deregulated, sugar refineries 
have sugar pricing authority, most of them are hoarding 
for speculation, which results in: 1. Sugar refineries are 
tying up large amounts of bank funds. 2. Because sugar is 
not sold, sugar payments are not received, sugar refin- 
eries are forced to issue IOUs to peasants in payment for 
their sugarcane. 


These leaders noted that to truly halt the issuing of IOUs 
to peasants, it is necessary to take the following counter- 
measures: 


1. The state should set up a special farm and sideline 
product credit fund. China is a large agricultural country, 
the IOU problem will remain a longstanding difficulty 
for large numbers of peasants. The People’s Bank of 
China's current annual farm and sideline product pur- 
chasing loan scale is far from being able to meet our 
agricultural production development needs. In 1993 for 
instance, while the Liuzhou branch of the Agricultural 
Bank received 102.3 million yuan for loans, including 35 
million yuan for farm and sideline product purchasing 
loans, projections are that the farm and sideline product 
purchasing payments of Liuzhou’s prefectures and cities 
will reach 300 million in 1993. So the huge gap between 
the state assigned credit scale and actual needs makes it 
very likely that peasants will be issued IOUs due to the 
scale of control. But if we set up a special farm and 
sideline product credit fund, with special loans for 
special purpose, this will play a crucial role in halting the 
issuing of IOUs. 


2. We should set up as quickly as possible many farm and 
sideline product futures markets, so that farm and side- 
line product income can be acquired in a downpayment 
form before production, which would be of great benefit 
in ensuring peasant interests. 


3. The banking sector's agricultural loan planned man- 
agement system should be adapted to the seasonal fea- 
tures of agricultural production. For instance, while the 
Liuzhou branch »f the Agriculturl Bank received 102.3 
million yuan in credit funds for 1993, the Agricultural 
Bank’s current practice of a planned management system 
of seasonal checks and monthly credit control means 
that these funds are distributed evenly throughout the 
four seasons. But as agricultural production's two busy 
seasons of spring planting at the beginning of the year 
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and summer and autumn harvests both require addi- 
tional fund support, seasonal allocation of credit funds 
necessarily reduces the grass-roots Agricultural Bank's 
room to maneuver in adjusting credit and using funds. 
So changing this scale-planning to a one-time allocation 
at the beginning of the year, enabling the banking sector 
in all areas to make overall plans based on local pur- 
chasing seasons and varieties, would also play a key role 
in ensuring that peasants are not issued IOUs. 


Most Counties, Cities Dereguiate Grain Prices 


93CE9760B Beijing JINGJI CANKAO BAO in Chinese 
7Jul 93 pl 


[Article by Chen Yao (7115 3852) and Lu Bin (7120 
2430): “China Has Taken a Crucial Grain-Reform 
Step”] 


[Text] Through a dozen years or so of reform directed at 
deregulating prices, operations, and markets, China's 
grain reforms have made a crucial advance. 


Data from pertinent state sectors show that China has 
abolished mandatory grain-production planning, 90 per- 
cent of our counties and cities have deregulated grain 
prices, a three-tiered national, regional, and local whole- 
sale grain-market system has begun to take shape, and 
grain circulation enterprises are fully market-oriented. 
Grain experts note that this shows that grain, a com- 
modity of crucial interest to the national economy and 
the people's livelihood, has begun to get onto a fully 
market-regulated track in China. 


China began to abolish its state grain monopoly with 
fixed grain purchasing-quota contracts in 1985. Since 
then, the fixed purchasing-quota contract base steadily 
decreased to about 50 billion kg by 1992, or less than 
one-eighth that year’s national erain output. 


in the 14 years from 1979 to 1992, China raised grain 
purchasing prices seven times, for a 2.35-digit increase. 
Meanwhile, we gradually changed from state-set to nego- 
tiated prices for supplies of grain to brewing and food 
industries, and increased monopoly grain-marketing 
prices twice. Then we conducted grain price- 
deregulation pilot projects and popularized them. By 
now, our longstanding severely distorted grain-price con- 
flict has been basically resolved, and grain-market price- 
formation mechanisms have begun to operate. 


A quite complete grain-market system has now begun to 
take shape in China. This market system is made up of 
two national, 12 regional, hundreds of local. and tens of 
thousands of urban and rural grain retailers scattered 
throughout China. Meanwhile, the state began to set up 
in 1990 a special grain reserve system, and will invest in 
the next five years nearly 10 billion yuan to complete 
grain storage facilities. 


Grain circulation enterprises in all places throughout 
China have also become fully market-oriented. Grain 
enterprises in all places that have been steadily pushed 
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toward the market have actively developed grain enter- 
prise groups to break into the grain import-export busi- 
ness, while vigorously developing diversified operations 
to survive and grow through competition. 


Pertinent figures point out that China's graim market 
reforms stili need to be intensified. Current reform 
priorities are: |. State-owned grain enterprises should 
convert their operating forces faster. 2. We need to build 
as fast as possible a sound and complete. nationally 
uniform, fully open, standardized. and controllable grain 
market system. 


Shanxi Summer Wheat Output Reaches Record 
High 

93CE0764A Taiyuan SHANXI RIBAO in Chinese 

3 Jul 93 pl 


[Text] On the joyous occasion of the CPC's 72d year. 
victorious news came from the Shanxi provincial agri- 
cultural investigation team: Shanxi's total wheat output 
for 1993 was 3.254 billion kg. up 0.061 billion kg or 1.9 
percent over the previous record. 3.193 billion kg. in 
1990. Adding 110 million kg of grains other than wheat 
and rice produced in Shanxi, total summer grain output 
provincewide was 3.364 billion kg. up 0.077 billion kg or 
2.3 percent over 1990's previous record of 3.287 billion 


kg. 


Four reasons account for Shanxi's unprecedented 1993 
bumper harvest: 


First, policies and a series of services tilted toward 
agriculture. In the winter of 1992 and spring of 1993. the 
provincial committee and government held many agri- 
cultural and rural work meetings to study earnestly and 
arrange for agricultural production in Shanxi. All levels 
of leadership and the broad masses of cadres generally 
highly regard agricultural production. This created a 
situation in which all worked hard for the common good. 
They improved support for and macroeconomic read- 
justment and control over agriculture by organizing 
leaders, policy supports, guidance information, material 
preparations, and scientific and technological services. 
They adopted a series of important measures aimed at 
production problems. One was increased funds to sup- 
port agriculture at every level. In 1993. the province 
arranged for 262 million yuan in agricultural capital 
construction investment funds, or 17.35 percent of 
Shanxi's total capital construction investment. Provin- 
cial expenditure in terms of fiscal support for agricul- 
tural production was an additional 10 million yuan over 
the 1992 base, up to 221.02 million yuan, more than 75 
percent of Shanxi's total fiscal expenditure. According to 
Statistics from eight localities, in 1993 fiscal funds to 
support agriculture reached 23 million yuan. up 3.2 
percent over the previous year. In the spring of 1993 
agricultural production support fund investment from 
various levels of agricultural banks and credit coopera- 
tives was 740 million yuan, up | 3 percent over the same 
period the previous year. A second measure was the early 
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organization and implementation of scientific and tech- 
nical support work. Beginning in the winter of 1992. 
agricultural departments arranged various scientific and 
technical training. According to market and agricultural 
production demands, the size of economic and social 
returns, and feasibility, recently tested new agricultural 
science and technology experiments that clearly increase 
output were sifted through anu appraised. More than 20 
of these projects were selected, making summer grain 
production output using scientific and technical strength 
more prominent than in previous years. A third measure 
was “guaranteed prices” for grain. Facing the practical 
problem of rather low agricultural production efficiency, 
which affects the enthusiasm of peasants to produce, the 
provincial government decided to raise procurement 
prices on fixed tax grain, giving a six fen subsidy per kg 
of wheat. To ensure peasant enthusiasm in the Yuncheng 
area, a 1993 guaranteed wheat procurement price was 
issued to peasants, each kg could be no lower than 0.76 
yuan. If market prices were higher than this price then 
wheat could be brought to market at any time. This 
calmed peasant sentiments, and effectively aroused their 
enthusiasm to produce wheat. This good environment of 
support for agriculture from many angles reliably 
ensured Shanxi’s summer grain bumper harvest in 1993. 


Second, the attention of leadership and enhanced pro- 
duction management. The spring drought in 1993 was 
one of the most severe and rarely seen in Shanxi since the 
PRC was founded. The drought crisis escalated in April, 
having serious effects upon the normal growth of wheat. 
Because of this, the provincial committee and govern- 
ment held serious telephone conferences and swiftly 
implemented “one fight and two guarantees” on a prov- 
incewide scale. Every level of leadership in the party and 
government entered the first line of production and 
studied measures to direct drought-fighting. All sectors 
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involved cooperated. They actively raised funds, allo- 
cated goods and materials and provided additional elec- 
tricity to support drought-fighting. The majority of grass- 
roots level cadres and masses thoroughly enhanced 
wheat field management. According to statistics, 
Shanxi's winter irrigated wheat fields reached 4.8 mil- 
hon mu; winter zhui [6620] 3.8 million mu, and raked 
and ground 13.8 million mu. Since the spring, wheat 
field managment continually improved. In all areas, 
spring raked and ground areas reached 15 million mu; 
spring zhui 5.4 million mu; and spring irrigation 5.7 
million mu. Moreover, timely prevention and control 
targets were met on nearly 4 million mu where there are 
red spider mites. This basically controlled the threat and 
established a strong foundation for the bumper harvest 
in the summer of 1993. 


Third, full use of preferential wheat production areas. In 
the Yuncheng region. commonly called Shanxi’s “land of 
wheat and cotton.” they implemented a “fierce wind 
plan™ project for 3 million mu of wheat production in 
1993 with a seed planting revolution at the forefront. 
With increased water and fertilizer inputs at the base and 
using scientific and technical means, they implemented 
patterned cultivation where superior plants and supenor 
means complemented each other. This greatly raised the 
overall wheat production capacity of the entire region, 
resulting in a huge bumper harvest exceeding plans, the 
previous year and the previous record. This played a key 
role in Shanxi's high 1993 wheat output. 


Fourth, in the latter stage of wheat growth in 1993, 
favorable weather conditions also were an important 
factor in the bumper crop and harvest. Shanxi twice on 
29 and 30 April and again on 11 to 13 May successfully 
organized artificial rain seeding by airplane. good rain 
fell throughout the province. This ameliorated the severe 
drought, and was favorable to increased wheat grains 
and weight. According to random estimates, wheat ears 
and grains in major production regions on the average 
increased two to three grains, with 1.000 grains weighing 
more than two grams. 
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Biodata on New Minister of Justice Xiao Yang 


93CM03914 Hong Kong KUANG-CHIAO CHING 
{WIDE ANGLE] in Chinese No 249, 16 Jun 93 
pp 24-26 


[Article by Leng Mou (0397 4188): “Testing His Anti- 
Corruption Stance—Xia0o Yang (5618 2254)"] 


[Text] China's new minister of justice, 54-year-old Xiao 
Yang. 1s one of the youngest State Council ministers. 
This renowned “anti-corruption expert” of mainiand 
China took off his senior public prosecutor's uniform on 
1 April this year and accepted the State Council's Pre- 
mier Li Peng’s nomination and Chairman Jiang Zemin’s 
appointment as he assumed his new post at the Justice 
Department. 


Except for his stints as county party secretary and 
prefectural party secretary and in other party posts in 
Guangdong Province. Xiao Yang has spent most of his 
life in law enforcement-related work. He served in the 
public security and procuratorial departments for nearly 
20 years, and now that he 1s with the State Council's 
Justice Department, he says: “The decision to assign me 
to the Justice Department marks a new beginning for 
me.” In his opinion, a minister of justice's administra- 
tion of the law may be an important part of political and 
legal work, but it is different from the type of work he 
used to do in the public securty organ where he inves- 
tigated and solved crimes or in the procuratorate where 
he prosecuted criminals. The Justice Department's 
administrative work emphasizes legal protection and 
legal services, dealing more with lawyers, notarnzation. 
civil mediation, reform-through-labor. and reeducation- 
through-labor and so on. 


Guangdong’s Zhuyiang Film Production Company made 
a movie called “Zanhuan Dibu™ [Delay the Arrest] 
which some say was about Xiao Yang: A very corrupt 
factory director in Guangdong was about to be arrested. 
but it was at a critical time when the factory was 
negotiating with some foreign businessmen. and as 
Guangdong’s prosecutor-general. Xiao Yang delayed the 
arrest. allowing the man to “redeem himself through 
good deeds.” The factory director was very grateful as he 
negotiated with the foreigners. As a result, the factory 
was able to turn losses into profit. Xiao Yang's flexibility 
reflects his law enforcement principle: procuratoral (law 
enforcement) work should serve economic construction. 


Xiao Yang's “new pointer” was very controversial at 
that treme. Even today. many at home and abroad still 
think that China's public security and judicial depart- 
ments’ firm stand on upholding honesty in government 
and on fighting corruption is the key to the success or 
failure of China’s modernization, and they are also the 
key to the improvement in China's social practices. 


When Xiao Yang was Guangdong’s prosecutor-general. 
he was famous for his “new pointers.” and his exper- 
ences set example for others. and these laid the founda- 
tion for his transfer to Beijing to become deputy prose- 
cutor-general in the Supreme People’s Procuratorate at 
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the end of 1990. In March 1988. he was the first to set up 
mass reporting centers to solwe the procuratorate’s 
“nothing to cook with” problem—no clue for solving 
crimes, and as a result. many useful leads were offered by 
the public. In May of the same year. Liv Fuzh: (049! 
1788 0037] was named prosecutor-general and immedi- 
ately disseminated Guangdong’s expenence. In 1990, 
Xiao Yang again was the first to set up an anti- 
corruption and anti-bnbery bureau im Guangdong it 
combined crime reporting. investigation, and preven- 
uon. In one year, Guangdong dealt with more than a 
thousand major crimes and serious crimes. nearly half 
the total number of cases 


In Xiao Yang's opinion. if law enforcement organs fail to 
accept society's supervision, it well lead to corruption. In 
1986, he proneered the system of requiring the procura- 
torate to report to the CPPCC on cases mt was handling. 
and democratic personages were invited to serve as 
special prosecutors. they even invited representatives of 
the National People’s Congress to “pick on™ the procu- 
ratorate. Another of Xiao Yang's invention was to make 
the procuratorate more open by rssuing special press 
passes to Guangdong reporters. In hrs opinion, so long as 
it did not obstruct the investigative process. the case- 
handling process should be made more public 


Xiao Yang. with his legal background. has left one 
footprint after another on the political trail. After grad- 
uating from Beying’s People’s University Law School. he 
was assigned to teach in the School of Political Science 
and Law for Cadres in Xinnang. One year later. he 
returned to his hometown in Guangdong. and for eight 
years he worked in Quyiang County's public security 
bureau. During the Cultural Revolution, he was put on 
trial for more than two years. In 1972. he was sent to a 
commune where he served as party Commitice secretary 
for six vears before becoming party committee secretary 
in Shaoguan City’s Wujang District. In 1983. after a two 
month stint as Qingyuan Prefecture’s deputy party com- 
mittee secretary. Xiao Yang was transferred to Guang- 
dong’s procuratorate as deputy public prosecutor. and 
three years later. he was elected Guangdong’s prosecu- 
tor-general. 


When it comes to law enforcement. Xiao Yang can be 
merciless. but he 1s a dutiful son. It has been two and a 
half years since he became a high-ranking Being official 
in December 1990. and for more than two years he has 
led a “lonely™ life in his minister's apartment in Beying. 
Only when visiting him at his home recently did this 
reporter meet his niece who was staying with him in 
order to take care of him 


Xiao Yang's wife, children and parents are still living at 
home in Guangzhou. In December 1990. when he 
reported to the Supreme Procuratorate in Being. his 
wife, Lai Xiujuan [6351 4423 1227), who works in a 
research institute in Guangzhou. accompanied him there 
and stayed for a few days. At that time. the reporter 
asked if Mrs. Xiao would be transferred to Beying too 
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Xiao Yang shook his head and sand: “She has to take care 
of my elderly parents and m-laws in Guangzhou” 


In October 1990. the current vice president of the 
Supreme People’s Cour. Duan Muzheng [4551 2606 
2973}. had just left his teaching job at Zhongshan Uni- 
versity to report to his new post in Beyng. and Xiao 
Yang had just learned that he too might be transferred to 
Beying. and in fndding Mr. and Mrs. Duan goodbye. he 
jokingly sand: “Sir, when vou get to Beying. talk to some 
people and tell them I would rather stay in Guangzhou to 
take care of my four elderiv and weak folks.” But at the 
end of that year. Xiao Yang sand goodbve to his parents 
and in-laws and went to Beying alone to serve his 
country 


In the more than two years Xi20 Yang has been hving in 
Beying. he has become a even more avid reader of books 
and newspapers. He subscnbes to more than |0 newspe- 
pers. and before going to bed every night. he reads that 
day's papers. Among the newspapers he subscnbes to 1s 
YANGCHENG WANBAO and NANFANG RIBAO. 
both from Guangdong. 


After several visits. thes reporter has learned that Xiao 
Yang works far more than just eight hours a day. By 2000 
or 2300. he sull has five or six people from the procura- 
torate and the judicial depariment im his apartment 
discussing official business 


Xiao Yang officjally assumed his new post on | April 
this vear. His work in the Department of Justice 1s 
completely different from what he used to do at the 
procuratorate. But within a short month. and after 
intensive imvestigations and studies. he is now thor- 
oughly familiar with the nature. scope. and focal pornts 
of his work at the Justice Department and has even made 
plans of his own 


As China's sixth minister of yustice, Xiao Yang 1s deter- 
mined to make his mark. Xiao Yang has summed up his 
“work program™ as “one core. two focal pots. and 
three reform projects.” That 1s. he wants to make eco- 
nomic construction the core when providing legal pro- 
tection and legal services. He emphasizes two focal 
points: One. run the prisons properly and do a good »ob 
with the criminals’ reform- and reeducation- 
through-labor programs. preserve social stability. and 
turn prisons into correction facilities that enforce the law 
stringently, that are managed strnctly. and which enforce 
the law im a civilized way. so as to turn criminals into 
civilized, law-abiding. and qualified workers. Two. 
adminisier the reeducate-through-labor facilines prop- 
erly, so that those who have violated the law but have not 
actually committed cnmes and those whose offenses do 
not constitute crimes. and especially the juvenile delin- 
quents, can be transformed into qualified citizens and 
the reeducation-through-labor facilities are turned into 
special schools. 


In particular. Xiao Yang emphasized the arduous nature 
of the work to transform juvenile delinquents. We must 
“educate. guide. and save” them and treat them the way 
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doctors treal pateents. teachers treat students. and par- 
ents treat their chukdren mn order to teach those who have 
senously violated the law but have not yet committed 
cnmes. especially the puvenile delinquents. and give 
them a proper education or technocal traming. so that 
they can become useful members of socmety. Xiao Yang 
sand: “That takes a lot of energy” 


Reform of the lawyer system, the notary public system. 
and the cwvil mediation system ss the “three reform 
projects” central io \rao Yang's program. In hrs opinion. 
a country without a good notary publ sysiem cannot 
develop its cconomy property. If the cuuzens and per- 
sonnel inside and outside of the country are to have 
peace of mind when they engage mm cconomn activities 
in China, there must be a good notary public system. As 
China becomes increasingly open to the outside work, 
the number of agreements and contracts that need to be 
notanzed will mcrease substantually. the aumber of 
trans-national contracts will also uncrease. There ss much 
for the notary publics to do In addition. mbenitance 
nghts, marnages mvolvim, ‘oreign nationals school 
records, vilac. resumes. and o.:.2r matters also anced to be 
authenticated. and national and personal properies and 
other matters also require actual and rehabie notanza- 
non 


That rs why Xiao Yang sand that restructuring China's 
notary public system ss very crotecal. Specifically, there 
are three areas we need to work on: In the past. countess 
and county-level cines had their own notanzation bus- 
ness. and in the future. among the provinces and 
between the provinces and the state. we should also set 
up separate notanzation businesses. This ss “upward” 
development. Today. there are no notary publics that 
handle matters among the villages and betecen towns 
and townships. and im the future. we should st up 
notarization organs in the towns and townships. Ths 1s 
“downward” development in the future. we should also 
consign notanzation business abroad. Currently. we 
have chosen Hong Kong and Macao as test markets. and 
we are emploving Hong Kong law vers to serve as notary 
publics. and ut has been wery successful This ss “out- 
ward” development 


The purpose of the restructuring of the civil mediation 
system 1s to enhance unity and to serve coonomnx con- 
struction. We should guide the grass-roots mediation 
committees. help them gct organized. and heip them 
launch mediation activities. Xiao Yang sand. there are 
three types of mediation im Chima: Mediation through 
court action, admuinrsirative mediation. and artutration 
In his Opimon. most matters are resolved through 
administrative mediation by judicial officers—through 
resolution of the people's mtcrnal conflects and media- 
tion of internal disputes. 


As for the restructuring of the lawyer system. after 
semous thoughts. Xiao Yang has a detailed “develop- 
ment” plan 
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He wants to develop law offtoes at several iewels and not 
let the form of cconomx ownershap hm tbe lwevers 
practices. Lawyers belong in the iegal Goma. Currently. 
most law offices rn Chona are state-ren. bot on the future. 
he WANs 0 SE More COOPETalIVve-Iy Pe. NoNsSiaIe-Tun law 
offices. In other words. they showkd take care of thew 
own revenues and expenditures. be respomsbiic for thew 
profits and losses. undertake thew own development 
and discipline their own acvon. Lawyers profesmonal 
ranks should not be affected by admunistratnve concepts. 
that ss. they should not be classified as se. non-grade or 
department-grade lawyers as un the past 


He sees the need to adapt to the developnxat of the 
market cconomy and perma the setting up of trans 
province and mnter<aty law offiess and allow domestx 
law firms to open offices owtsade of China as well. and at 
the same time be want to ket foreagn egal servace orge- 
nizations set up offices mm the mammland. Xiao Yang 
emphatically pounts owt that the market ccomomy Aas no 
boundar,. There are trans-provincsal and trans-natvonal 
companies m the cconome domaim, and snce icgal 
STVKE Organizanons serve the market ccomomy. there 
should also be trans-provincal and trans-nanonal lv« 
offhoss. 


He wants to use different channels to develop a contun- 
gent of lawyers. He wants to employ college graduates 
who can pass the bar cxam and allow pudgrs and prose 
cutors who have worked un the courts and procuratoraics 
and other yudscial organs to serve as lawyers. eother on a 
full ume or part ume bass or on special assagnment 
baszs. At the same tume_ he welcomes Chinese students 
who studeed law or other profesmons abroad to return 10 
China and work as lewvers 


He wants to reform the ber cxamimation system 
wncluding the topecs. the tests. the proctor system. the 
Way pape©s are corrected. and the cumrswon s) stem. w 
that those who want to become lawvers have the oppor- 
tunity to Compete on equal footrng. Bar exams should tx 
offered once a vear instead of once every THO years 


He wants to reform the lawyers” tramning system. thal ss. 
provede profeswonal traning at regular intervals and in 
batches. rarse the profeswonal standards. and adapt to 
the development of the market economy. In Xiao Yang's 
openon, lawyers should involve themselves. partacupetc 
and offer thew servaces m all actrwitees im the ccomomex 
domain. from production to circulation to allocation 
Today, mainland China is promoting the marikei 
economy, and many areas need the levers imvolve- 
ment. For example. they are needed im the techmolognes 
market, labor market. manume trade and mantume 
affairs, foreign trade. matters involving forcign 
nationals. and the sccunnes market. Thess means «ac 
should train professionals. specsalized lawyers. and 


semor lawyers. 


He wants to go all owt to develop the iegal profeswon 
Lawyers should serve the publechy-oened coomom, bul 
also indivodual and prvatelyouencd businesses and 
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ont-ventures and so on. They showld act as legal com- 
sultants for the government ontenprrsss. and mdr duals 
and represent those omolhed @ prmvar beserts— 
epeaaly as defense lwevers m comma! cass. Tho 
must use facts as bass and the lave as Uhew ontemon. 80 
that those who are mmMaAceN! are MOL ProsccwIed and hose 
who are gully are pwnrshed fh the bre 


Impact of Market Economy on Secial 
Devebopment 


93CM0G0RA Home Kome CHING P40 [THE 
MIRROR) won Chonese No 192. 5 Jud! 93 mp 38-39 


jArucie by Hsiao Hse: “New Chonese Socral Trends”) 


[Text}) Chomese socecty has Deen meandenmg alomg a 
natural ccomomm, brook for thousands of vears. soem 
afterward ots natural ccomom, eas replaced by a planned 
ome. But the transformation from a natwral w a planned 
coomom, co©mamh dd no make a sharp dsuacvon. 
beracen the reo there as COMUDUNT, and mutual bege- 
cwes. Im a certaun semse_ the Laver eas nothung more than 
an amphicanon and deformation of the former So the 
relawonshup un Chinese sce, of Ube und adual % the 
group and the soneh canned 2 strom ccomonn flavor of 
“natural © planning” hose three ken featwres acre. put 
the undivedual wader a given whet. pet the wat ender 
admunrstranon. 2d whe polvtaxcizatvom of saceety. But the 
current mse of 2 market ccomogm _ pest hike a ace fwlorem 
and powerful lever. has sca al) of Chunese sooty @ 
mouon. shaking these three tradsweomal featwres. and 
actung a3 a catahst for the germonatvom of a ace relanom- 
ship of the indivodual to the growp and whe sacrety. What 
are the nce ompacts of the market coomomm om Chinese 
socaety” 


1. Separation of the Lndirvvdaal Free the U nat 


The market ccomomy s havong 2 marked ompact on 
Chinese soceety. on thal «tos thoroughly breaking Goon 
the hurman relanomshup of swhordumatiom and deper- 
Gence berecen the uindivedual and the unt (groep. 
organ) and undoung ube tradstomal svsterm of petting Uhe 
mdrvedual under a wnt. Near even member of socuety 
used t0 have 2 fixed wnt that pros aded Inteumme empllon- 
ment. The wndivodual reed om Ube wat for everything. 
such as advancement. change of accwpatvon, and promo- 
won. If one’s wnt “performance” was bad (work. thoagit 
and action. speech and deportment lifestive. cic.) ome 
could forget any “advancement.” Even though one 
maght have a great shall to get Uramsforred to another wart 
the file was sull om mcord, meaning thal “Staging a 
comehback™ sas acarh unposwbic. In addon, ver- 
thing affectung mndrvodual mmterests. swch 2s darth. old 
age. Winess. death, medxal and health care. child care. 
yobs for one’s chikdren_ and socal eeclfare. acre alll ned to 
the wart Once ome heft the wnt oF eas separated from whe 
OTganizalwvon, i was umposwhice 0 survive oF take Oven 
an insagnifxcant step im any durectvon. Under swch com- 
diwons. people were forced 20 obey. auth all chumurg wm 
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chorus to the lead soloist, which gradually sapped indi- 
vidualism, creativity, and independent consciousness. 
But under market economy conditions, individuals are 
separated from the unit. One no longer is necessarily tied 
for life to the unit, but has opportunities and conditions 
to choose one’s own “unit,” instead of the past one-way 
selectior. by the “unit.” This is precisely the so-called “if 
one place cannot support me, I will find a place to 
support myself; and if there is no place to support me, | 
will start my own (company).” So the supereconomic 
mandates and lifetime dependence relationship have 
been terminated. This has had the direct result of 
strengthening independent awareness, clarifying individ- 
uality, expanding room to maneuver, and bringing cre- 
ativity and initiative into fuller play. People’s faces seem 
more vivid, with richer language and more lively actions, 
and making Chinese society appear younger. 


2. Separating the Unit From Administration 


Under the traditional system, all social units, whether 
party and government organs, or even economic entities, 
community organizations (such as enterprises, stores, 
schools, hospitals, and literary societies), and democratic 
party groups had set administrative ranks, such as sec- 
tions, departments, offices, bureaus, and ministries. 
Although different units had distinctions, they were all 
still subject without exception to a centralized order in 
organizational structure, personnel management, style of 
action, and wage and welfare benefits. So all leaders were 
“jacks of all trades but masters of one,” and no matter 
which sector they might be leading “were very proficient 
and won al! battles.” There was both a consensus and 
compctition among all units, so that the distinctions 
between various leaders and departments grew increas- 
ingly smaller, while the commonality became ever 
greater. Although society paid a great price for this, its 
“efficiency’’ and “growth rates” left the world 
exclaiming. During the Cultural Revolution, the “mis- 
sion of the proletarian dictatorship being implemented 
down to the grassroots” was not simply talk, but real 
fact, with it being possible to transmit “supreme direc- 
tives” in less than one night, and as long as the “prole- 
tarian command” gave the order, and the “red docu- 
ment” was issued, that was the absolute be-all and 
end-all. Orders that were to be transmitted to a certain 
level by 1600 in the afternoon could absolutely not be 
delayed until after 1600. After we began to develop a 
market economy, the unit has been separated from 
administration, meaning that all in the order of: admin- 
istrative rankings from top to bottom, executive orders 
governing all, and administrative means covering every- 
thing, no longer exists. Except for the party and govern- 
ment system, other organizations and community groups 
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no longer need administrative rankings. An enterprise 
needs only to rely only on its own size to expand, 
“upgrade,” and “appreciate”; an art troupe needs only to 
rely on its own quality and public acceptance to exist and 
grow, without any so-called “national ranking,” “provin- 
cial level,” or even “local or municipal grade”; and a 
medical organization can similarly rely only on its own 
“name-brand” specialists and quality service to establish 
its own position. Does aot one see certain factory direc- 
tors and plant managers of unranked but developed 
township enterprises speeding around in Porsches and 
Chryslers, which would have been simply unthinkable 
and even treasonable in the past. The market economy 
has opened up a brand new world for every cell of society 
to develop on its own, telling ali the very simple but 
decades-ignored and forgotten truth that all depends on 
oneself, with no need to wait, depend, or want. But it also 
warns society's leaders thit they must act according to 
socio-economic demands, by adjusting and changing 
their styles of leadership. social control, and public 
management. 


3. The Depoliticization of Society 


Under the tradi. ‘onal system, all social activities were 
highly politicized. “*Ali 700 million people were critics,” 
with all “concerned about” the major affairs of state, and 
if political activities were not an individual's whole life, 
they were at least the most important or crucial factor. 
Discussions on the way to work were major affairs of 
state, with returning home for family reunions being a 
political topic, even courtship and mate-selection being 
conditioned by whether one was a party member, and 
being a cadre, having an official career, and joining a 
government organization becoming the most sought- 
after options throughout society. With almost everyone's 
whole time and energy being focused on politics, how 
could living standards be raised or society prosper and 
develop! But the establishment of a market economy 
seems to have put a mirror to the whole society, enabling 
every individual, institution, and organization to truely 
see their social roles, thus restoring the whole society to 
its original condition. All peasants and workers have to 
do is work and live wholeheartedly, no longer having to 
pass their days half-heartedly. As life goals and value 
stands change, aspirations will also diversify, sharply 
decreasing the share in society of politicians, and grad- 
ually returning to history the “bureaucratic departmen- 
talist’ phenomenon. Today's mainland China has a very 
fashionable saying that goes: Leave politics to the gov- 
ernment. This precisely reflects the current stand on 
politics. So Chinese society 1s saying goodbye to yester- 
day’s single-plank bridge of politics, to enter a brand new 
age of full and pluralistic development. 
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Year-End Elections Previewed 


93CM0411A Hong Kong CHIU-SHIH NIEN-TAI [THE 
NINETIES] in Chinese No 282, I Jul 93 pp 62-64 


[Article by Nan Fang-shuo (0589 2455 2592): “The 
Democratic Progressive Party Has Hopes of Gaining 
Power, The Kuomintang’s Losing Image Reveals Its 
True Colors”’] 


[Excerpt] [passage omitted] It appears that a new trend is 
now taking shape in Taiwan, that is, the Kuomintang 
[KMT] is on the way to losing power. 


In last year’s legislative elections, the Democratic Pro- 
gressive Party [DPP] greatly increased its seats. In the 
county magistrate and mayoralty elections taking place 
at the end of this year in 23 counties and cities 
throughout Taiwan, the DPP that formerly only had 
seven seats has a goal of gaining more than half and is 
preparing to achieve power locally on a grand scale and 
pave the way for two important future elections. In the 
DPP plan, they expect that they can win the three 
important elections in the next three years and take 
political power in Taiwan from the KMT. 


The “Three Year Political Power” slogan that the DPP 
has come out with, over a year ago, still was considered 
something of a fairy tale, but now seems to conform 
somewhat with reality. A popular survey in Taiwan in 
June revealed that the satisfaction of the Taiwan people 
with the KMT has decreased to 51 percent from 65 
percent in 1992, and in contrast, satisfaction with the 
DPP has increased from 30 percent to 39 percent. 
People’s sentiments toward the two sides are pulling 
even. The same popular survey also revealed that only 49 
percent of the people were satisfied with the KMT’s rule 
in the past year and 47 percent agreed with the DPP’s 
opposition role. This indicates that the KMT’s reputa- 
tion is rapidly depreciating. 


The real key to the KMT’s rapid depreciation is the 
setback that the KMT suffered in last year’s legislative 
election. The setback in this election not only destroyed 
the myth that “the KMT is invincible” and made the 
DPP look good, but at the same time the defeat gave rise 
to more acute infighting in the KMT and further eroded 
the KMT’s remaining base. It appears that the DPP’s 
“Three Years Power” goal will not be difficult to 
achieve. 


This year’s county magistrate and mayoralty elections, as 
far as the KMT are concerned, naturally have become a 
skirmish for maintaining power. The situation has 
become not at all favorable to the KMT. In the 23 
counties and cities, the KMT’s worst case would be to 
lose 16 seats and in a medium case they would lose 
approximately 10 seats. Taiwan Province presently has 
21 counties and cities, and the KMT holds 13 seats and 
the DPP and those related to the DPP hold eight seats. If 
you add twe Fujian counties, the total is 23 seats. The 
possibility of the KMT regaining the eight lost counties 
and cities is not great, but eight KMT ruled counties and 
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cities face a strong challenge from DPP candidates. If 
they all of a sudden lost 15 or 16 counties and cities, it 
probably would be difficult for the KMT to continue to 
maintain their central authority. For the KMT with 
more than 2 million members to unexpectedly be faced 
with such a great political crisis from the DPP with 
approximately 30,000 members it would appear that the 
KMT is suffering from a terminal illness. 


In the traditional one on one county magistrate and 
mayoralty elections, the DPP candidates on average 
could get 35 to 40 percent of the vote, not much different 
than before. In the past year, the power of the ruling 
party and the party out of power have declined and 
grown 10 percent, respectively, and the power of the two 
sides is on a par and the KMT has long since lost its 
advantage. 


Second, the KMT’s long-time political power, the early 
factionalization of its local base, and money politics 
further gradually corroded the local KMT authorities’ 
ethics and propriety. By contrast, the DPP magistrates 
and mayors by their cautiousness and trepidation 
appeared outstanding. Of the eight magistrates and 
mayors, with the exception of two who did not make a 
good showing, almost all the rest were in the forefront of 
the more than 20 counties and cities. Their political 
records make it difficult for the KMT to maintain local 
authority. 


Third, in the former authoritarian period, the central 
government still had the power to control the mercenary 
local KMT factions so that the scramble for power and 
profit of these factions never became apparent. The 
central authorities also were able to settle internal dis- 
putes, and at election time they were united against the 
outside. But now the central KMT authorities have lost 
the authority and the capability to control the localities 
to the point that the central authorities also are perme- 
ated by the political power of the local factions. So, local 
politics in the KMT is gradually entering a new stage of 
fighting between factions. 


In these magistrate and mayoralty elections, of the 103 
people registered in the KMT, almost all important 
people are in factions. If this one is nominated, another 
faction might counter that by raising a contrary banner 
and violate discipline and compete. With this division, it 
is of course more difficult for the KMT to ward off the 
challenge from the DPP which has sky-high morale. 


So, in the magistrate and mayoralty elections at the end 
of this year, the KMT in the vast majority of localities is 
fuced with the predicament of not being able to put up 
strong enough and good enough candidates. With 
numerous factions, there is almost no way to have 
internal conformity. Several local factions even threaten 
that if their person is not nominated, when the election 
comes, the whole faction will defect to the DPP. In the 
localities the KMT only knows that there are factions, it 
does not know that there is a party. The political party's 
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sense of identity is weak. The moment that the KMT’s 
sun is on the decline, defection to the DPP certainly is 
not impossible. 


The essential difficulty that the KMT has in the magis- 
trate and mayoralty elections is linked to the fact that the 
whole party system of the central authorities also has 
been paralyzed in recent years. Among the present KMT 
central authorities from Secretary-General Hsu Shui-te 
down, there is almost no one who has the experience of 
going through an election. In the reallocation of KMT 
officials in recent years, people with little ability and 
connections are vying for offices in the political system. 
Their responsibilities in the party system are great, but 
they have no authority and not many are enthusiastic. 
So, it makes the whole party system lifeless. Elections are 
like warfare and with this kind of command system, I am 
afraid it is getting more and more difficult to think about 
winning an election. 


The worsening local factionalism and the paralysis of the 
central party authorities still are only technical level 
problems. A more basic problem is the image of the 
KMT government authorities in the minds of the 
Taiwan electorate. More and more people have doubts 
and dissatisfactions with the KMT. Sentiments unfavor- 
able to the KMT are gradually forming. 


In the last few years, the K MT has been unable to design 
a good orientation for Taiwan and has been unable to 
accomplish good political achievements. On the con- 
trary, infighting is becoming ever more intense, the 
ethics and propriety of government authorities certainly 
tend to be weak, and corrupt practices, endless public 
disasters, money politics taking command, and various 
negative political factors are emerging one after the 
other, indicating that they lack the ability to govern and 
have lost righteousness. 


Within the KMT they also are facing the structural crises 
of mutual contention of provincia! and old and young 
forces. In the past five years, there have been unceasing 
disputes between the “mainstream” and the “nonmain- 
stream.” There has not been the slightest improvement. 
On the contrary, it is getting worse. 


Faced with this kind of a situation, the magistrate and 
mayoralty elections at the end of this year are gradually 
becoming intense contests. The DPP, taking a respite, is 
coming out with the slogans “The United DPP Against 
the Divided KMT” and “The Clean DPP Against the 
Crooked KMT.” This is the first election in which the 
DPP has not used such ideological slogans as “Taiwan 
Independence.”’ On the contrary, it is the KMT that is 
frantically latching on to banner of “Reentering the 
United Nations” to use foreign illusions to mold a 
winning image at home. Meanwhile, whether they can 
reenter the United Nations or not and whether or not 
there is a “Taiwan independence” or “independent 
Taiwan” trap in this, with the internal political crisis 
getting more serious every day, if they do not resolve the 
internal political problems, but plagiarize the former 
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wishful thinking language from the DPP, this will be but 
one example of the fact that the KMT has exhausted its 
tricks. 


This predicament of the KMT, if it is only analyzed from 
an overall and a long-range perspective, is not difficult to 
understand. After Chiang Ching-kuo passed away, 
authoritarian politics could not continue. It will be 
necessary to use democracy to reorder and build a new 
measured authority and it will be necessary to use 
intelligence to usher in even better prospects. But neither 
of these has emerged. The KMT has fallen into the 
old-style palace struggles. The KMT in this turning point 
of history, has only fallen back, it has not advanced, and 
the electorate can only reject them. [passage omitted] 


KMT Caught in Dilemma 


93CM0411B Taipei HSIN HSIN WEN [THE 
JOURNALIST] in Chinese No 331, 17 Jul 93 p 9 


[Article by Chou T’ien-jui (0719 1131 3843): “Exhausted 
Their Tricks, at the Limits of Their Courage’’] 


[Excerpt] Because they lack a complete blueprint for 
governing the country, and lack detailed administrative 
techniques, it now appears that in several activities the 
ruling party is satisfied with using “caught in a dilemma 
and being in an awkward predicament” to describe its 
plight. 


As for the year-end county magistrate and mayoralty 
elections, when the situation becomes critical, they will 
discover that the really difficult enemy is prepared, and 
the ferocious Democratic Progressive Party [DPP] can- 
didates are arrayed, and in desperation think up the 
“recruiting card.’ But how can recruits falling from the 
sky put down the forces of candidates as ferocious as 
wolves and tigers already deployed for a long time and 
the masses under their control? If they do not recruit, 
how can they be certain of victory in the election? How 
can the recruits please everyone? Will those recruited be 
able to make conditions meet desires? If they recruit 
superstars, will they hollow out the forces of the central 
authorities and use a butcher knife to kill a chicken? If 
they bring the talents in their midst into the battle and 
still neglect their responsibilities, will they be flapping 
their wings in vain and only be making unnecessary 
motions? If they decide in their panic to overlook these 
major arrangements and major deployments, and 
abandon major strategists and major operators, it will 
not be effective. If you cast your eyes on the ruling party, 
after all who has this talent? | am only afraid that in the 
end they will make matters worse and outsmart them- 
selves. 


It is the same in handling mainland affairs. It is unac- 
ceptable to have no contact, but if they want to make 
contact they also are afraid of being harmed. If they do 
not act enthusiastically, they are afraid that they will lose 
the advantage of time and space, but if they consider 
acting enthusiastically, they also are concerned that the 
independence faction will yell. The DPP calls for 
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entering the United Nations, and not to respond is 
tantamount to conceding space to the opposition party, 
but to respond is to let people say that the ruling party 
can only latch on to the opposition party. Singing the 
same tune, if they appeal too much internationally, they 
will face the challenge of nationalism and can easily raise 
suspicions across the strait. If they do not actively appeal 
internationally, they will face internal pressure and not 
resist the negotiating offensive and three connections 
demands from the other side of the strait in the least. 
Moreover, linking up with the other side of the strait is 
inevitable, but it should only be done publicly. It is not 
enough to accept their slander on the surface and secretly 
build up strength. If they do this, it is hard to avoid being 
accused of black box operations. Once it is exposed, to 
indicate that it is untrue and deny it, because it has been 
proven so many time that “denial is truth,” makes 
people feel that it is “all lies.” 
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Faced with domestic problems, it must be emphasized 
that a political party governs and it cannot renounce 
political power. Even if they feel that they should give 
the DPP some space, they also often discover that after 
all they are still the ruling party. In the face of the 
Opposition party’s parliamentary boycott, not to act with 
force and let administration be delayed, once they do 
force the pass, will trigger even more repercussions. If 
they do not dig up the dirt on the DPP, it seems that only 
they have dirt. If on the other hand they dig up dirt on 
the DPP, they call even more stink on themselves. The 
people would absolutely not forgive not punishing cor- 
ruption and eliminating money politics. But if they truly 
pursue cases of corruption and suppress money politics, 
then they only expose their own shortcomings and harm 
the governing base that was earlier built on collusion. 


[passage omitted] 
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